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Profile of an Exposure Expert 





Do you drill for offshore oil on Lake 
Maracaibo—or for gaspipes on Main 
Street? Do you import raw sugar from the 
West Indies—or do you can salmon in 
the great Northwest? 


Whatever activity you direct, there is a 
Johnson & Higgins account executive 
who is an expert on the risks to which 
you are exposed. These men represent 
the vast reservoir of knowledge and ex- 


perience which only a large brokerage 
organization, such as Johnson & Higgins, 
can provide. Behind them are years of 
experience in dealing with every kind of 
insurable risk, all over the world. 


Johnson & Higgins is made up of spe- 
cialists in all classes of insurance. How- 
ever large or small your insurance needs, 
you can be helped by this wealth of 
service and experience. 


JOHNSON & HIGGINS 


INSURANCE BROKERS—AVERAGE ADJUSTERS 
EMPLOYEE BENEFIT PLAN CONSULTANTS 


63 WALL STREET 
Chicago - San Francisco + Los Angeles - Detroit - 


* NEW YORK 


Cleveland + Philadelphia + Pittsburgh - Buffalo 


Seattle - Wilmington - Minneapolis + Atlanta - Vancouver - Winnipeg « Montreal - Toronto - London 
Havana + Rio de Janeiro + Sao Paulo - Curitiba + Caracas + Maracaibo + Puerto La Cruz 
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HOW TO 
PREPARE FOR THE CPA EXAMINATION 


IAS offers an intensive CPA Coaching Course which has produced 
outstanding results. It is available only to competent accountants 
qualified through training and experience to prepare for the 
CPA examination. No attempt is made to teach general accounting; 
the entire course is pointed directly at the CPA examination. 


e The IAS-CPA Coaching Course has been designed for busy 
accountants. The home-study method of tutoring is ideally 
suited to CPA examination preparation. Maximum use can be 
made of every available hour. 


The need for special 
coaching has been well 
established by innumerable 
experienced accountants 

e@ The text material consists of 20 substantial loose-leaf 
assignments totaling more than 800 pages. It includes hun- 
dreds of CPA examination problems and questions, with 
solutions supplemented by elaborate explanations and com- 
ments, working sheets, side calculations, and discussions of 


who have floundered 

in the examination room. 
They knew how to make 
audits but they didn’t know 


(1) how to analyze authoritative opinions. 


roblems for the en 
P e Written examinations at the end of each assignment re- 


quire solutions to problems of CPA examination calibre. 
These are sent to the school where the grading, including 
personal comments and suggestions, is done by members of 
the IAS Faculty, all of whom are CPAs. Supplementary 
review material is furnished to those who want to “brush up”’ 
on specific accounting subjects, at no additional cost. 


purpose of deciding 
quickly the exact 
requirements. 


(2) how to solve 
problems quickly, 


SOSSSOSSSHSHSOHHSHSEHHEHEEOOHEHEEESOOEHEOOOEEEEOOOOEOEESESEEEE 


(3) how to construct aoe The IAS booklet, “How to Prepare 
ee for the C.P.A. Examination” is avail- 
able free upon request. Address your 
card or letter to the Secretary, IAS... 


definitions acceptable 
to the examiners, 


or 


(4) how to decide 
quickly on proper 





INTERNATIONAL ACCOUNTANTS 
SOCIETY, INCORPORATED 


A Correspondence School Since 1903 
209 WEST JACKSON BOULEVARD ¢ CHICAGO 6, ILLINOIS 


terminology. 


IAS IS AN ACCREDITED SCHOOL, ACCREDITED BY THE ACCREDITING COMMISSION OF THE NATIONAL HOME STUDY COUNCIL 
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Editorial material in THE CONTROLLER is f M 
selected in accordance with the following: Contents or ay 1959 
CONCEPT OF MODERN CONTROLLERSHIP FEATURES 
of Controllers Institute of America — 
1. To establish, coordinate and maintain NEW COURT RULES ON TAXATION OF INTERSTATE COMMERCE— 
throu ugh authorized management, an integrated The background of the Supreme Court decisions and their implica- 
plan f or the control of oper tions Such a plan tions for business and the nation’s economy—Paul A. Reck . . . 215 
would provide, to the extent required in the 
business, cost standards, expense budgets, sales VARIABLE BUDGETS: THEORY AND PRACTICE—How Hughes Aircraft 
forecasts, profit planning, and programs for relates costs to specified volume levels for effective variable 
capital investment and financing, together with budgeting—!. Featherstone . 2. 2 ss ss 4 se «220 
the necessary procedures to effectuate the plan. 
; BASIC COST ACCOUNTING FOR MANAGERIAL CONTROL—How an 
2. To measure performance against approved expanding company completely reorganized its accounting system 
operating plans and standards, and to report —Wayne A. Arthur coe) eee eee eS Nv ainn 
and interpret the results of operations to all 
ats socnmpres, Tie; Sewn’ aon, SHOULD THE CONTROLLER GOVERN THE CONTENT OF STAFF RE- 
i ce al Sl Baie Nt maintenance oj PORTS?—Thought-provoking comment on the controller’s respon- 
accounting and cost systems and records, the ibility £ £ staff | | os 
determination of ac counting policy and the = lity or content of staff ana yses—Harold W. Fox . . s ° . 236 
compilation of statistical records as required. 
, SPECIAL FEATURES 
3. To measure and report on the validity of 
the objectives of the business and on the effec- TRIBUTE TO ARTHUR R. TUCKER—1881-1959—first managing director, 
tiveness of its policies, organization structure Controllers Institute of America . . « 22 
and procedures in attaining those objectives. 
This includes consulting with all segments of NEW NATIONAL DIRECTORS OF CONTROLLERS INSTITUTE . . . 239 
management responsible for policy or action 
concerning any phase of the operation of the 
business as tt relates to the pe rformance of this DEPARTMENTS 
f unction ( 
PORRESEGINOERIE ES 1G: oa? ben’ wabarleee Gee Gaev et cee be eo eee 
4. To report to government agencies, as re- 
quired, and to supervise all matters relating DTGSTRHIGRD. «fe: ‘ier sein ot ad Sener te en tenis Se ee oe 
to taxes 
PAGING THE NEW BOOKS . .« -. 2. Seow. 4-5 3 0 
To interpret and report on the effect of 
external influences on the attainment of the 
objec s of the business. This oO 2 = 
Snag S Bro tices . oo et INSTALLING ELECTRONIC DATA-PROCESSING SYSTEMS 
and social forces and of governmental influ- : 
ent es as they af e t t the pe , ations of th 1 Reviewed by R. B. Curry 
business RESEARCH NOTES a 0g Ae Sgt. oe TE CE Oe BAY c. i en e 
6. Te provide protection for the assets of PERSONAL NOTES ‘ ‘ 3 e ‘ ‘ B P _ ‘ - ; ‘ » 282 “The 
the business. This function includes establish- 
ing and maintaining adequate internal control OPPORTUNITIES «6. 4 -@iG wlest. gee oe me. te ed ee Se ee eee ness 
and auditing, and assuring proper insurance 
coverage ment 
write 
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ROBERT A. GOCKEL, Controller 
of Industrial Tectonics, Inc. 


“The rapid expansion of our busi- 
ness demanded a full-scale improve- 
ment of our accounting procedures,” 
writes Robert A. Gockel, Controller 
of Industrial Tectonics, Inc. “Our 
National System gave us many ad- 
vantages and benefits, yet cut oper- 
ating costs. 

“Our National Class 31 Account- 
ing Machine offers amazing flexi- 
bility and accuracy. We now have 
detailed reports on all departments, 
and thus greater production control. 


INDUSTRIAL TECTONICS, 
inc., Ann Arbor, Michigan. 





A NATIONAL SYSTEM modernized the account- 










PRECISION BALLS 
AND BEARINGS pro- 
duced by this com- 
pany are used by 
many industries. 





ing department of this growing concern. 


“Our @alional System 
saves us ‘14,500 a year... 


pays for itself every 6 months. ’’_ industrial Tectonics, Inc., Ann Arbor, Michigan 


Our sales and operation records are 
more up-to-date and accurate. And 
our National’s speed has eliminated 
overtime. 

“We’re convinced that our Na- 
tional System is the best accounting 
system available. Records show it 
saves us $14,500 a year... pays for 
itself every 6 months.” 


Seba 6 eek 


Controller of 
Industrial Tectonics, Inc. 


THE NATIONAL CASH REGISTER COMPANY, Dayton 9, Ohio 


1039 OFFICES IN 121 COUNTRIES © 75 YEARS OF HELPING BUSINESS SAVE MONEY 


Your business, too, can benefit from 
the time- and money-saving features 
of a National System. Nationals pay 
for themselves quickly 

through savings, then Vee 


continue to return a Wilonal 
regular yearly profit. 7: fal 
National’s world-wide WJ 
service organization YEARS 
will protect this profit. 1958 


“TRADE MARK REG. U.S. PAT. OFF. 


Wational 
ACCOUNTING MACHINES 


ADDING MACHINES + CASH REGISTERS 
nce PAPER (NO Carson Reaquirép) 
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IS THE DEPRECIATION PROBLEM SO SERIOUS? 


Editors, THE CONTROLLER: 


May I emerge from newly acquired re- 
tirement to ask several questions after 
reading the two interesting articles on de- 
preciation in the March 1959 issue of 
THE CONTROLLER ?* 

1. Is the depreciation problem as sert- 
ous as one would be led to believe ? 

In the first place, is normal deprecia- 
tion and obsolescence enough of a factor 
in the total cost of sales (perhaps 2 to 
10% depending on the type of business) 
to be singled out from the many other cost 
and management factors as a basis for 
forcing small concerns out of business ? 

2. If $95 billion of investment is 
obsolete in the United States out of $300 


age 
“The STAT EL 


@ 
| 


v 
The BANK 
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billion invested, one might ask the fol- 
lowing questions: 

a. Is the increased cost of replacements 
the reason for the large amount of 
obsolete equipment ? 

b. Does the word ‘“‘obsolete’ mean 
equipment that is sitting on a junk 
pile, or is it equipment that 1s still 
being used but not considered mod- 
ern? If the latter, would a reason- 
able payout result if the equipment 
were replaced ? 

3. Would not some of the following 
harmful effects result from a policy of 
depreciation that did not represent the 
actual useful life of the equipment ? 

a. Would not annual depreciation 


ee 
a 


NEW JERSEY 


i CITY SL signs 


THE NATIONAL 
STATE BANK 
OF NEWARK 


become closely identified with the growth of business and industry 
in the Newark-Essex County area. The bank’s ample resources in 
money and manpower assure that there is no banking service too 
large or too small for it to perform. 


| e In the course of 147 years of banking service, National State has 


22 banking offices serving Essex County communities. 
ESTABLISHED 1812 


The 
NATIONAL STATE BANK 


OF NEWARK 
810 Broad St., Newark 1, N. J. 


Member Federal Deposit Insurance Corporation 


which is greater than that necessary 
to build the full cost reserve within 
the actual useful life of the Property 
give investors an incorrect Picture of 
the earning power of the company? 
If replacements should result in , 
significant increase in the deprecia. 
tion cost for the year—due solely to 
the increased cost over original costs 
—a note in the financial statements 
would explain the difference. It js 
questionable whether the difference 
would be significant. 

b. Manipulation of the facts of a bus. 
ness for the purpose of tax expedi- 
ency may not always produce bene. 
ficial results. For instance, if, ig 
prewar years, a concern took as much 
depreciation as it could for tax pur: 
poses (5% for buildings and 10% 
for machinery and equipment) 
when the actual rate according to 
useful life was nearer one-half that 
amount, it might have found itself 
with fully depreciated (but useful) 
assets when tax rates were much 
higher. In such a case one company 
reduced prices and, when it had to 
replace equipment and take normal 
depreciation against profits, it very 
nearly ruined the company. In this 
case, one might ask if the added 
cash generated through excess depre- 
ciation was used to improve and te- 
place equipment, or was used for 
some other pressing need ? 

c. Can the financing needs of a busi- 
ness ever be changed by bookkeep- 
ing methods, and can gambling on 
future tax increases or decreases al- 
ways be profitable ? 


4. If a company presents its historical 
facts on an actual basis which is constant 





Readers of THE CONTROLLER 
are invited to express their reac- 
tions to articles appearing within 
our pages. Letters will be welcomed 
for inclusion on this page and must 
bear the writer’s signature and ad- 
dress (which will be withheld if so 
requested). The Editors 





from year to year, is it not possible to 
better interpret these facts in terms ol 
future needs for cash than if the financial 
statements were changed. for reasons 0! 
expediency of any kind? This does not 
preclude taking advantage of any tax 
benefit that the Internal Revenue may al: 
low. It does, however, keep the financial 
statements representative of what actually 
happens in the business. 


WINFIELD I. MCNEILL 
West Hartford, Conn. 


* "Insufficient Depreciation and Infla 
tion: What Can Be Done About It’ b) 
Maurice E. Peloubet and “Some Commenii 
on a Théory of Depreciation Consistent wilh 
Decision-Making” by Richard S. Bower. 
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tHE FLASZES7 MINUTE IN ACCOUNTING! 


3 Seconds. 
Accountant 
enters last 
item on 
worksheet. 













48 Seconds. . 
Operator makes 
Copyflex copies 
of worksheet. 


9 Seconds. 

Operator 
presents copies 
for distribution. 


3 Seconds. Accountant enters last item on 


worksheet, printed on ordinary translucent 

paper, and gives it to the operator of the BRUNING 

Bruning Copyflex copying machine. The report a 

can be a first issue or a re-issue of almost any Low-Cost Diazo Copying at Its best. LD wih 

type of accounting report! yd) (4) 4 
48 Seconds. Operator places translucent ny arse jacana nay pai 

worksheet on sensitized Copyflex paper and experience as researcher, manufacturer, and 

feeds into the copying machine. She gets a supplier. He’s located in principal U. S. Cities. 
sharp, black-on-white copy (or color-tinted if 
desired) —in seconds. She repeats the opera- 
tion to obtain additional copies. 


9 Seconds. Operator presents four copies of 
report to accountant for distribution. And 
that’s it! No retyping of repetitive data. No 
copying errors. Each Copyflex copy looks like 
an original. Each copy costs less than a penny 
for materials. 

Over any other copying method, you save 
more time and work, by the minute, with 











Charles Bruning Company, iInc., Dept. 5-P 
1800 Central Road, Mount Prospect, Ill. 
Offices in Principal U.S. Cities 

In Canada: 105 Church St., Toronto 1, Ont. 

Please send me my free copy of the 16-page booklet, 
“Shortcuts to Accounting.” 


Name Title 




















A Cc 
Copyflex! Machines are clean, quiet, odorless pial 
...0ffer copying widths up to 54” and are priced Address 
as low as $555 for the table top model. Lease- City County State 


Purchase Plan available. 


details involved in making this move wer 
numerous, the project was successfully 
completed. It may interest you to know 
that about 900 delegates attended the [Sy 
and the Systems Panorama which wer 
jointly conducted. 
a og h ° @ The “reading room” in which y 
tort comtng —teatutes magazine, ag CONTROLLER, was Me 
played was one of the busiest exhibits 3 
IN THE CONTROLLER wip sage 

gain allow me to express my personal 
thanks for your help and for your gen- 
erosity in sending us material for display, 








R. P. VAUGHAN 


: (Member, Professional Exhibits 
3% MARK-SENSE CARDS FOR LABOR Committee, ISM) 


AND MATERIAL DISTRIBUTION United States Steel Corporation 
Pittsburgh, Pa. 


by Kermit M. Pennington 
“INTERESTING ARTICLE . . .” 
Editors, THE CONTROLLER: 

3% BREAK-EVEN POINTS THAT MEAN MORE In the February 1959 issue of Tur 
IN PROFIT CONTROL CONTROLLER there was a very interesting 
article ““When Is a Lease a Sale for Tax 
by Wilbert C. Wehn Purposes?” by David Schaff. I am inter- 
ested in obtaining permission to reprint a 
small quantity of this particular article for 
a seminar on the subject of leasing. Ap- 


%& EFFECTIVE BUDGETING MEANS proximately 30 copies would go into the 
CONTROLLERSHIP IN ACTION attendees’ seminar books as extra reading 
material. 


The seminar will be for automobile 
dealers in the leasing business and will be 
under our auspices. We will not only § 
identify source and author but in welcom- 
ing the attendees to the seminar also make 
LITTLE BOUQUETS .. . “Sale-Leasebacks and Leasing,” appearing * short oral presentation covering the - 

. in the March 1959 issue of THE Con. ‘4 teading section of the seminar book 

Please be good enough to change my 1” t S45 in which this particular article would be 
address from... to. . . I enjoy read- TROLLER. While our book has been men- hneumaal P 
ing THE CONTROLLER very much and just tioned extensively in magazines, newspa- 
want to make sure that my next copy is pers and various tax and business reporting Davip F. SCHLOTHAUER 
not delayed. . . . Please extend my clas- Sefvice letters, we have yet to see a serious Asst. Director of Management Services 1 
sified advertisement in THE CONTROLLER ‘¢view authored by a professional man National Automobile Dealers Association 
for another month. Frankly, the results to who has actually read and studied the Washington, D. C. 


by Glenn A. Welsch 














date have been beyond my expectations. book. This is the finest aid the authors e 
and publisher have yet examined, I am 
° sure . . . we appreciate your magazine’s Editors, THE CONTROLLER: 

: : courtesy in devoting so much space to i untin 
sl hie GRR this review and Mr. Lurie's painstaking et ee sey ee L 

Our attention has been brought to the care in reviewing our book. dvisi mete q ‘dan naa 
fine job you did in your June 1958 issue ‘ha cnsicctiinibanicamaaie a aot gi » Pct a ye i. on 
of THE CONTROLLER with the Aerofin y ev aie ar = ae : ry fog 68 ee new po 
story, “Accounting That Provides Figure- The Lincoln Electric Compan field Natur I 4 ne vi pa obtain all 
Facts” by S. William Dwyer. May we Cleveland, Ohio ied tre : 4 a it : that our con- ig 
have permission to reprint this article so ; 5 sis A ot ee 2 2 : will reflect the 
we can tell our people or anyone inter- . ra on es sie ure 
ested about it ? Editors, THE CONTROLLER: We would appreciate your forwarding} Xerog 
HAL BAETZ I wish to express the sincere apprecia- US a copy of George J. Kelley's article xerogr 
Advertising Division tion of the ISM Committee as well as my “We're Easing into Automation, pub-} plant 
Burroughs Corporation personal thanks to you for your coopera- lished in the February 1957 issue of THE Whi 
Detroit, Mich. tion in making our “professional exhib- CONTROLLER. Information regarding this quick] 


interesting article was forwarded to us by Pros 


its” at the 1958 International Systems |! ward 
Katherine Michaelson, librarian of the} ee 





. Meeting a success. ; k i 
“... 1 have just finished reading an As you know, due to a hotel strike in American Institute of Certified Public positiv 
advance galley of the excellent review Pittsburgh, it was necessary to move the Accountants. use. P; 
of our McGraw-Hill Consultant Report, Convention to Buffalo, N. Y. While the G,oRGE BuTTERLY lum, o 
Director, Public Relations in less | 
Pittsburgh Automation Institute 59-125 
te ns bw kd bee we Re eee ee es cea ee eee MAY 1959 Pittsburgh, Pa. and C: 
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THIS IS 
AUTOMATIC 


XEROGRAPHY . 














Push the button... out come copies precisely 
like the original—reduced, 
enlarged, or same size .. 








on ordinary unsensitized Copy 1200 different docu- 
paper, vellum, or offset ments per hour... a print 
paper masters. in less than three seconds. 


Xerography is the world’s most versatile copying process. Now automatic 
xerography makes it the fastest—bringing the benefits of automation from the 
plant to the office. 

Wherever thousands of original documents—or even one—must be copied 
quickly and economically, look to automatic xerography for the happy solution. 

From a formidable stack of letters, reports, forms, drawings, etc.—or from 
roll microfilm—XeroX® Copyflo® continuous printers turn out high quality, dry, 
Positive prints up to 11” or 24” wide (depending on model) , ready for immediate 
use. Prints precisely like the original emerge on ordinary paper, translucent vel- 
lum, or offset paper masters at the rate of 20 feet a minute, an 8%” x 11” print 
in less than three seconds. Write for complete information. HaLow Xerox Inc., 
99-125X Haloid Street, Rochester 3, N. Y. Branch offices in principal U. S. 
and Canadian cities. Overseas: Rank-Xerox Ltd., London. 


<s 


t ci 


VS ov oth 
Gus : 
58 , 
> ance i 
‘\ ’ 
Nee " 


RESULT: Low cost, proven 
savings up to 70% ...as 
much as $100,000 a year. 


HALOID 
XEROX 
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Hy —___ 
ARTHUR RAY TUCKER 


1881 - 1959 














For a period of 14 years, beginning with its founding in 
1934, THE CONTROLLER carried in this space “Editorial 
Comment’ by its editor, Arthur R. Tucker. It is fitting, 
therefore, that the following obituary of Mr. Tucker be 
published here. The text which follows was prepared by 
George K. Dahl who, for a decade prior to Mr. Tucker's 
retirement, had known and worked with him in various 
associations. 

On behalf of the readers of THE CONTROLLER who 
shaved his views on this page prior to his retirement, we 
express our sense of loss on the passing of Mr. Tucker. 


% 


On March 25, death removed from the controllership 
scene one of its earliest spokesmen, Arthur R. Tucker, first 
managing director of Controllers Institute of America. His 
passing, at the age of 77, evoked memories of the organiza- 
tion’s founding, in which Mr. Tucker played a key role. It 
also served as a reminder that the basic elements in his 
original design for the Institute still contribute to its growth 
and effectiveness. 

These monuments to his organizing skill are milestones 
in the development of the Institute. They include the orig- 
inal concept of the group as being one which limits ad- 
mission to applicants who “perform the duties and respon- 
sibilities of a controller’’ as defined by the Institute, and in 
companies large enough to give controllership full scope; 
the network of local Controls, authorized through uniform 
charter by the parent body, plus reliance on them for mem- 
bership extension and year-round activities at the mem- 
bership level. A newspaperman before he became an asso- 
ciation executive, Mr. Tucker recognized the importance 
of communications; close on the heels of the first local 
branches—in New York City, Chicago, and Pittsburgh— 
came the founding of THE CONTROLLER, which he edited 
until he retired. 

The proposal that the organization be formed originated 
with Mr. Tucker. How it came about was told by Frank J. 
Carr, first president of the Institute, at its Fifteenth Anni- 
versary Observance. 

“Credit for starting Controllers Institute belongs to Ar- 
thur Tucker,’ Mr. Carr declared. ‘“‘He had had a prior 
affiliation with the American Institute of Accountants and 
he saw the possibility of an organization of similar scope 
for the privately employed accountant. The same idea had 
been suggested by others, but he did something about it. 

“In the fall of 1931, Mr. Tucker took his idea to Charles 
Heiss who was comptroller of the American Telephone and 
Telegraph Company. They evolved the plan of sending let- 
ters to 100 controllers, selected at random, to ask them if 
they considered such an organization to be appropriate. 
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A photograph of Mr. Tucker taken during the 
early thirties, shortly after he had undertaken the 
organization of Controllers Institute of America 


Forty-eight replies were received, which was a remarkably 
high return from a circularization and most of the replies 
contained enthusiastic endorsement. Only one reply was 
definitely negative.” 

A follow-up letter requesting initial dues of $25.00 
brought in 29 checks and this tangible proof of interest led 
to an organization meeting on December 29, 1931 at which 
the first officers were elected. In the interim, Mr. Tucker 
had prepared a charter and applied for incorporation in 
the District of Columbia. The membership reached 100 by 
early April 1932. 

“No review of the early days of the Institute could be 
complete without further tribute to Mr. Tucker,” Mr. Carr 
observed. ‘“To him must go sole credit for the founding of 
the Institute and for the original definition of its objectives. 
His tireless effort kept us moving constantly forward. He 
paid the cost of the preliminary moves before the Institute 
became an established fact. He worked without compensa 
tion during the months while we were getting started and 
for an inadequate reward for several years. 

“The Institute has been self-supporting from its vety 
beginning. It could not have been so without his personal 
sacrifices. He was alert to the new opportunities for service, 
and developed our program on an ever-broadening scale. 

‘He did more than keep pace with the growing demands 
of the Institute—he was always a step ahead of them. The 
organization would not be what it is today but for his direc 
tion and his effort.” 
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Under Mr. Tucker's guidance, the young organization 
took decisive steps to improve the controller's status. Insti- 
tute representatives, including the managing director, ap- 

ared before Congressional committees and presented the 
Institute’s proposal that the controller’s signature should be 
required on all reports and information which might be 
requested under administration of the Securities Act of 
1933. Congress subsequently adopted the amendment, thus 
giving the controller of a corporation legal responsibility 
comparable to that of the officers, directors and the public 
accountant. 

The new law paved the way for similar recognition in 
other government departments. The Treasury, approved, in 
1935, an Institute proposal that the controller's signature 
should be required on tax returns. Subsequent legislation 
added new duties for controllers and greatly broadened the 
concept of controllership. Typical measures included the 
National Labor Relations Act of 1935, the Social Security 
Act of 1937, the National Fair Labor Standards Act of 
1938, and, in 1941, the first peacetime conscription act and 
the excess profits tax laws. 

Faithful to his conviction that credit, if any, should go 
to the officers, directors and committee chairmen, Mr. 
Tucker always avoided the limelight. The trait grew 
stronger as he approached retirement and he was happiest 
in the company of those, dwindling steadily in number, who 
founded the Institute with him. The work habits formed 
when the organization had hundreds, instead of thousands, 
of members also tended to keep him apart. When asked by 
a staff member why he personally proofread a 300-page 
book, Mr. Tucker said, ““The members of this Institute hold 
me personally responsible for every word that it publishes!” 

On occasions when he was publicly thanked, he was quick 
to share the credit. At the Fifteenth Anniversary Observ- 
ance, he said, ‘“The Institute is not Tucker, and Tucker is 
not the Institute. True, it was my good fortune to conceive 
the idea of organizing the Institute and to put in the three 
months of hard work necessary to induce the first 30 men to 
say they would come into it; to help plan the basic principles 
on which it was to be operated and, later, to help in operat- 
ing the Institute. But from the beginning I have had the ac- 
tive cooperation and assistance of hundreds of the best men 
in the country in making this Institute go—and grow. 

“I wish to place the credit where it belongs. It is because 
of the efforts of these wise men who helped me found the 
Institute and worked hard with it and for it, that the Insti- 
tute is where it is today. Without that help and cooperation, 
without their wisdom and enthusiasm, we would not have 
this celebration.” 


* 4 * 


Born October 12, 1881, at Bradford, Pa., Mr. Tucker 
went to school in Rochester, N. Y., later attending the Uni- 
versity of Rochester. He worked for a time as a reporter and 
as Washington correspondent for Rochester newspapers. 
He subsequently became director of the Bureau of Public 
Affairs, American Institute of Accountants. In that capacity, 
he heiped to found its monthly magazine and served as 
managing editor until 1931, when, as noted, he helped to 
found Controllers Institute. 


Following his retirement in 1948, Mr. Tucker continued 
in an advisory capacity for a period, and watched with con- 
tinuing satisfaction the growth of the Institute’s member- 
ship from the original 30 (at the end of the first year it had 
reached 132) to 3022 when he retired. 

In 1956, Mr. Tucker participated in the 25th Anniversary 
banquet of the Institute at the Hotel Waldorf Astoria in 
New York and was presented with a sterling silver bowl as 
a memento. He also was honor guest at a breakfast attended 
by the charter members of the Institute, the men with whom 
he had worked closely in establishing the first organization 
of corporate controllers, which now has 4,944 members in 
53 local chapters or Controls throughout the United States, 
Canada, and Puerto Rico. 





Mr. Tucker regularly visited Institute Headquarters after 
his retirement and in 1956, at the time of the 25th 
Anniversary, was photographed with Miss Camilla 
Christian, who in 1932 served as his first secretary 
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New Court Rules on 
Taxation of Interstate Commerce 


The background of the Supreme Court 
decisions and their implications for 
business and the nation’s economy 


Paul A. Reck 
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HE U. S. SUPREME COURT has recently 
Tisnded down rulings in four state in- 
come tax cases which will have momentous 
consequences to corporations engaged in 
multistate activities. In the past, a foreign 
(out-of-state) corporation’s liability for 
income taxes in a state depended in gen- 
eral on whether it was doing business in 
the state seeking to impose the tax. Cor- 
porations who kept careful watch on their 
out-of-state activities were able to escape 
taxation outside of the home state by 
avoiding the maintenance of local offices, 
owning real property and depositing 
monies within the taxing state. Taxation 
was successfully avoided even though 
traveling salesmen were engaged in the 
solicitation of business in such areas, pro- 
vided acceptance and filling of orders 
took place outside the taxing state. 

The new U. S. Supreme Court decisions 
now virtually eliminate all existing land- 
marks and all known tests of immunity of 
interstate commerce from state taxation 
when the tax imposed is one stated to be 
directly on net income and not on a 
business “‘privilege’”” measured by net in- 
come. Many states at present do not levy 
such a tax. 

Under the Court’s decisions, a “nexus” 
of Minimum contact is all that is neces- 
saty to establish that sufficient activity 
exists to make an out-of-state corporation 
taxable. Now, when orders are taken on 
a regular, systematic basis by traveling 
salesmen or agents of a company, a sufh- 
cient nexus is established to support the 
tax. A fair apportionment formula which 
is used to determine the income attributa- 
ble to the state activity is all that is needed 
to make the tax stick. 

The principal decision of the Supreme 
Court is a joint opinion delivered on 
February 24, 1959 involving two cases, 
namely, Northwestern States Portland 
Cement Company v. Minnesota, and 





Stockham Valves and Fittings Company, 
Inc. v. Georgia. A week later on March 2, 
1959, the Court decided the cases of 
Brown-Forman Distillers Corporation v. 
Louisiana and the ET & WCN Trans- 
portation Company, Inc. v. North Caro- 
lina involving similar issues. These cases 
are reviewed further below. 


LEGAL BACKGROUND 

In setting the background for its de- 
cision in the Northwestern-Stockham cases 
the Court observed the following: 


Commerce between the States having 
grown up like Topsy, the Congress mean- 
while not having undertaken to regulate 
taxation of it, and the States having under- 
standably persisted in their efforts to get 
some return for the substantial benefits they 
have afforded it, there is little wonder that 
there has been no end of cases testing out 
state tax levies. The resulting judicial appli- 
cation of constitutional principles to specific 
state statutes leaves much room for con- 
troversy and confusion and little in the 
way of precise guides to the States in the 
exercise of their indispensable power of 
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taxation. This Court alone has handed 
down some three hundred full-dress opin- 
ions spread through slightly more than that 
number of our reports. 


Out of the evolution of these prior 
opinions there emerged certain basic prin- 
ciples which have remained unquestioned 
in recent years. These are: (1) A state is 
prohibited from assessing taxes on inter- 
state commerce if the sole activity 
stemmed from persons passing through 
the state or going into it merely for a 
temporary purpose; (2) a tax could not 
be assessed for the “‘privilege’”’ of engag- 
ing in interstate commerce within a state, 
such as franchise taxes; and (3) taxes 
could not be imposed which discriminate 
against interstate commerce,’ either by 
providing a direct commercial advantage 
to local business or by subjecting inter- 
state commerce to the burden of “mul- 
tiple’ taxation. 

The Supreme Court has long sustained 
the doctrine that a corporation engaged 
in interstate commerce shall not be im- 
mune from state taxation for that reason 





PAUL A. RECK, assistant treasurer of Sperry Gyroscope 
Company, a division of Sperry Rand Corporation, Great 
Neck, N. Y., has been with the company since 1940. For- 
merly assistant comptroller, he has had numerous administra- 
tive responsibilities including the tax, insurance, accounting 
procedures and emergency facilities contracts depart- 
ments. A CPA, he served with various public accounting 
firms prior to joining Sperry. He is a member of Control- 
lers Institute of America and served as chairman of its Na- 
tional Committee on State and Local Taxation, 1955-58. 
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alone, when some of its income is also 
derived from intrastate commerce and 
where as a consequence it has received 
benefits from the state. This doctrine has 
not been easy to apply, however, because 
of the difficulty of establishing any fixed 
criteria on which to base the distinction 
between interstate and intrastate activities. 

The Court’s Northwestern-Stockham 
decision is clearly intended to make this 
kind of approach no longer necessary. The 
decision now virtually abolishes the dis- 
tinction between interstate and intrastate 
commerce so far as state taxation is con- 
cerned and renders income of out-of-state 
corporations subject to taxation provided 
the tax is related to activities carried on 
with the state. 

In the majority opinion the following 
rationale is applied: 

While it is true that a State may not erect 
a wall around its borders preventing com- 
merce an entry, it is axiomatic that the 
founders did not intend to immunize such 
commerce from carrying its fair share of 
the costs of the state government in return 
for the benefits it derives from within the 
State. The levies are not privilege taxes based 
on the right to carry on business in the tax- 
ing state. The States are left to collect only 
through ordinary means. The tax, therefore, 
is not open to the objection that it compels 
the company to pay for the privilege of en- 
Zaging in interstate commerce. 


REVIEW OF COURT CASES 
A brief review of the cases follows: 
1. In the Northwestern States Portland 
Cement Company versus Minnesota case, 
the company had its main office and plant 
in Iowa. Orders were solicited in Min- 
nesota but were subject to acceptance, fill- 
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ing and delivery from its main plant in 
Iowa. Minnesota recently assessed its in- 
come tax on the company even though all 
revenues from customers in Minnesota 
resulted from operations exclusively in 
interstate commerce. The company ap- 
pealed to the Court on the grounds that 
the tax violated the Commerce Clause. 
The Supreme Court of Minnesota, how- 
ever, ruled against the company and the 
taxpayer appealed to the Supreme Court 
of the United States. The United States 
Supreme Court has now affirmed the State 
Court’s decision. 

2. In the Georgia case involving Stock- 
ham Valve & Fittings, Inc. the company 
was an out-of-state corporation which 
maintained only a sales office in the State, 
accepting and shipping orders from ware- 
houses outside of the State. When the 
Georgia income tax was assessed against 
the company, the issue was carried to the 
Supreme Court of Georgia on the grounds 
that the imposition of the tax ran afoul 
of the Commerce and Due Process Clauses 
of the U. S. Consititution. The State 
Supreme Court upheld the company in 
this case but the State Attorney General 
appealed the decision to the Supreme 
Court of the United States which has now 
upheld the State Attorney General. 

3. The Brown-Forman Distillers Cor- 
poration was engaged in manufacturing 
and packaging alcoholic beverages in Ken- 
tucky. Representatives were sent into 
Louisiana to receive orders from whole- 
sale customers, which orders were accepted 
or rejected in Louisville. Louisiana im- 
posed its tax on the corporation even 
though the company did not maintain 
any stock of goods in Louisiana nor any 
salesmen in the state but merely had 



































cede: cstaesvesces J 7a 





216 


’ 


“missionary” men there occasionally. The 
company appealed to the State Supreme 
Court of Louisiana that the assessment of 
the tax on it was in violation of the Com. 
merce and Due Process Clauses. The State 
Supreme Court ruled against the company 
and the petition was submitted to the 
United States Supreme Court for review, 
On March 2, 1959, the United States 
Supreme Court denied certiorari. Dismis. 
sal of the appeal adds weight to the 
doctrine that the Commerce Clause does 
not forbid imposition of a net income 
tax on a foreign corporation doing busi- 
ness exclusively in interstate commerce, 
since it leaves standing the results reached 
by the Louisiana Supreme Court. 

4. In another case involving ET & 
WNC Transportation Company, Inc. y, 
North Carolina, an income tax was levied 
on an interstate trucking firm for operat 
ing a series of freight terminals within 
the State where it picked up cargo for 
out-of-state delivery. The company did 
not pick up freight and deliver it within 
the State. The tax was upheld by the 
North Carolina Supreme Court. The U. S. 
Supreme Court affirmed the decision on 
March 2, 1959, again citing its decision 
in the Northwestern-Stockham cases. 


IMPACT OF DECISIONS 

These decisions make it quite clear that 
every state is now given an unassailable 
tax claim against corporations on all net 
income derived in any way from sources 
within its borders. Reduced to its simplest 
terms the Supreme Court has decided that 
a state can subject interstate commerce 
(such as cross-state transportation and 
mere order-taking) to a tax measured by 
net income if the taxing statute avoids the 
fatal words ‘excise’, “privilege” or 
“franchise.” In other words, semantics 
rather than practical effect now control. 

The progressive multiple effects of 
future and back assessments resulting 
from these adverse decisions of the Su- 
preme Court are simply appalling. To the 
extent that any individual, association or 
corporation anywhere in the United States 
has tapped the markets of any state it will 
be accountable taxwise to that state. This 
will call for a veritable flood of tax re- 
turns, assessments, and payments in the 
wake of every dollar of business drawn 
from every state. Add to this the nonunt- 
formity of allocation and apportionment 
procedures in the various states and every 
businessman will be subject to a very real 
burden of accounting for multiple tax 
levies frequently on well over 100% of 
his income spread among the contacted 
states. Every ‘‘minimum contact” with a 
state may well be scrutinized. The slight- 
est vestige of property, personnel, and 
the most fleeting, tenuous or insubstantial 
act of communication may supply a tax 
link if it is part of the regular business. 

In the vigorous dissenting opinion in 
the Northwestern-Stockham decision, Jus- 
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tice Frankfurter confirms this gloomy 
view for business, particularly small busi- 
ness. He states: 


I am assuming, of course, that today’s 
decision will stimulate, if indeed it does not 
compel, every State of the Union, which has 
not already done so, to devise a formula 
of apportionment to tax the income of en- 
terprises carrying on exclusively interstate 
commerce. As a result, interstate commerce 
will be burdened not hypothetically but 
practically, and we have been admonished 
again and again that taxation is a practical 
matter. 

I think that interstate commerce will be 
not merely argumentatively but actively 
burdened for two reasons: 


First. It will not, I believe, be gainsaid 
that there are thousands of relatively small 
or moderate size corporations doing ex- 
cusively interstate business spread over 
several States. To subject these corporations 
to a separate income tax in each of these 
States means that they will have to keep 
books, make returns, store records, and en- 
gage legal counsel, all to meet the divers 
and variegated tax laws of forty-nine 
States, with their different times for filing 
returns, different tax structures, different 
modes for determining ‘‘net income,” and, 
different, often conflicting, formulas of ap- 
portionment. This will involve large in- 
creases in bookkeeping, accounting, and 
legal paraphernalia to meet these new de- 
mands. The cost of such a far-flung scheme 
for complying with the taxing requirements 
of the different States may well exceed the 
burden of the taxes themselves, especially 
in the case of small companies doing a 
small volume of business in several states. 

Second. The extensive litigation in this 
Court which has challenged formulas of 
apportionment in the case of railroads and 
express companies—challenges. addressed to 
the natural temptation of the States to ab- 
sorb more than their fair share of inter- 
state revenue—will be multiplied many 
times when such formulas are applied to 
the infinitely larger number of other busi- 
nesses which are engaged in exclusively in- 
terstate Commerce. .. . 


Thus, not only will there be adminis- 
trative burdens of tax compliance, but the 
increased reporting requirements will re- 
sult in multiple taxation for corporations 
since the different states will undoubtedly 
continue to use varying apportionment 
formulas. The removal of the traditional 
jurisdictional basis of the application of 
state corporate income taxes will result in 
numerous and far harsher instances of 
unfair multiple taxation than have existed 
in the past. 

Numerous difficulties will also be pre- 
sented to administrators as well. The 
problems of administering these taxes will 
be greatly increased under the new mode 
of application, particularly since the taxes 
are to be applied to an even larger num- 
ber of out-of-state corporations that 
merely solicit orders and ship goods into 
the state. Many of the states extending in- 
come taxes to such out-of-state corpora- 
tions will find the complete enforcement 


STATE TAX-TAKE ANALYZED 


Nevada collected more taxes on a per capita basis than 
any other state last year, according to the Census Bureau. 
The per capita tax-take was $140.66 in Nevada compared 
with $137.38 for the runner-up state of Washington. New 
Mexico was third with per capita tax revenues of $130.05 
while New Jersey had the smallest per capita tax revenue 


—$51.45. 


On the spending side, Delaware outranked all states as 
its general expenditures came to $268.26 per capita. Wyo- 
ming was second at $263.79 and New Mexico third at 


$242.17. 


California received the largest amount of revenue from 
the Federal Government in 1958, more than $547 million. 
New York was runner-up with $304 million while Texas 
was third at $265 million. Delaware received the smallest 


amount, $10 million. 


Revenues were up in 44 states while spending was up in 
45, according to the Census Bureau. Forty-four states in- 
creased their outstanding debt during the year. 


much too expensive and administratively 
impractical. The tendency may be to exert 
their efforts to the bigger corporations 
rather than to approach the smaller out- 
of-state corporations where the efforts of 
tax administrators would undoubtedly be 
unrewarding. 

It is clear, therefore, that the acceptance 
of this new mode of the application of 
state corporate net income taxes can be 
administered only arbitrarily and _ that 
many out-of-state corporations will be 
vulnerable continuously to tax assessments 
and to payments of arrears and penalties. 


EFFECT ON NATIONAL ECONOMY 

Considerable thought has already been 
devoted to these problems. Under a grant 
made by a group of industries and trade 
associations, Paul Studenski, Professor 
Emeritus of Economics and Gerald J. 
Glasser, Assistant Professor of Economics 
at New York University have studied 
the economic consequences of these new 
developments. Their findings appear in a 
report entitled “New Threat in State 
Business Taxation’’ appearing in the No- 
vember-December 1958 issue of the Har- 
vard Business Review. Some of the argu- 
ments advanced in the thinking behind 
these new tax developments are pointed 
out by them. 

First, in the extension of state corporate 
income taxes to out-of-state corporations 
which merely solicit orders in the state 
and in the shift of the apportionment 
factors as a means of reaching interstate 
commerce, taxation of this kind seems to 
be primarily for the purpose of the reach- 
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ing out by some states into the fiscal re- 
sources of other states. In other words, 
states that are primarily markets for goods 
rather than suppliers will now be able to 
divert to themselves for taxation purposes 
a portion of corporate income belonging 
to other states which are primarily pro- 
ducers. Thus, states whose enterprises are 
less efficient and earn less net income may 
raise revenues through the taxation of 
more efficient and successful enterprises of 
other states. Moreover, states that are 
rendering fewer services to their local 
enterprises and are less efficiently gov- 
erned may now reap the fruits of more 
bountiful services rendered by the other 
states to their local companies. 

It is difficult to conceive how the na- 
tion’s economy can benefit from these 
haphazard transfers of revenue sources. 
It seems much more likely that the na- 
tional economy will lose from this re- 
shuffling of state revenue resources. 

Second, one of the purposes sometimes 
indicated for extending state corporate in- 
come taxes to out-of-state corporations 
carrying on interstate business is to reduce 
the burden on local companies as an in- 
ducement to remain in the state and to in- 
duce outside companies to relocate or 
open branches there. It is very difficult to 
see how such reductions in taxation can 
be great enough to produce the intended 
results. 

Third, one of the main arguments ad- 
vanced in favor of the existence of these 
new taxes is that they help to equalize the 
tax burdens between home companies and 

(Continued on page 246) 
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; ling disks and swiftly moving arms give you 
rant access to millions of business facts and 
PMGgures in the IBM RAMAC 305 System. 
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j0N T HAVE TO WAIT! 


IBM RAMAC® 305 ORGANIZES FACTS FOR FAST EXECUTIVE ACTION 


Immediacy is the order of the day with the IBM RAMAC 305! Current, timely 
facts for management decisions are always at hand, instantly accessible, and 
up to date. 

RAMAC 305 automatically posts and updates all records related to a single 
transaction simultaneously. These records are stored in a lightning-fast disk 
‘memory’ with a capacity that recent IBM advances have increased to 
20-million characters. Data for management review is immediately available; 
and it can be delivered in complete form at the RAMAC 305 or selectively at a 
remote ‘‘inquiry’’ station, conveniently located. 


The only system of its kind, the IBM RAMAC 305 is bringing dramatic, yet 
practical benefits to a wide range of businesses today. In transportation, for 
example, railroads enjoy the many advantages of ‘‘electr storekeeping”’ 


including complete, up-to-date management facts and elimination of costly 


out-of-stock situations. Airlines, too, find RAMAC 305 invaluable in coping with 
the complexities of reservations as well as conventional accounting problems. 


RAMAC 305 can help you gain up-to-the-minute facts for profitable decision- 
making. For more information, call your local IBM representative. 
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Variable Budgets: Theory and Practice 


|. Featherstone 


iNT Re OD aU CT 1D aN 
Competition in American industry dictates 
the necessity for positive control of the 
cost of any article that is marketed suc- 
cessfully over a long period of time. The 
most elusive and difficult cost to control 
is overhead. 

In order properly to control overhead 
costs, it is first necessary to have a practi- 
cal knowledge of the costs and their rela- 
tionship to functional activities. Account- 
ants, industrial engineers and management 
engineers have for many years searched 
for the best methods to determine these 
relationships and use them on a practical 
basis for cost control. 

One method that has been used quite 
frequently is to determine, historically, the 
variability relationship of actual costs to 





What Are Variable Budgets? 

Variable budgets are control tools de- 
veloped for management’s use in extract- 
ing a profit from the production and sales 
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volume levels. This is accomplished by 
making a statistical analysis of costs and 
volume levels on a historical basis. The 
cost variability factors developed from 
this analysis can then be projected to cur- 
rent volume levels and used as a variable 
bud get. 

Another approach is to analyze each 
individual function, and the personnel 
and cost requirements to perform that 
function, for specified volume levels. The 
information acquired from such a study 
will serve as a good basis on which to 
establish a variable budget. The variability 
factors developed and applied in this 
manner permit control at the cost-incurred 
level on a practical basis. When recon- 
ciled with existing burden rates, they can 
be used at the finance and management 


VARIABLE BUDGET THEORY 


programs of a business enterprise through 
the control of overhead costs. 

They are variable standards that pro- 
vide for the maintenance of staffing needs 


|. FEATHERSTONE is chief of the Variable Budget Group 
at Hughes Aircraft Company, Culver City, Calif., where 
his responsibility is to work with representatives of the 
various company plants in developing and organizing their 
variable budget programs. His background has been in ac- 
counting and management control methods. In the 20’s his 
first variable budget program was installed at Cadillac 
Motor Car Co. He also installed and maintained a similar 
program for the Chrysler Division of the Chrysler Cor- 
poration (1933-1948) where he served as budget director. 
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How Hughes Aircraft relates costs 
to specified volume levels for 
effective variable budgeting 


levels to analyze, by cause, cost and profit 
deviations from that which was planned. 
These are the variable budget methods 
used in the Hughes Aircraft Company 
plants. 

In an article of this kind, space would 
not permit the inclusion of specifically 
detailed studies and analyses necessary for 
a good technical installation covering all 
items of overhead expense. Therefore, 
this commentary has been restricted to a 
rather broad presentation of principles, 
methods and techniques. It has been con- 
fined to a simplified example of a varia- 
ble-budget study covering indirect labor 
only. However, the same approach, with 
variations, may be used when preparing 
variable budgets for other types of ex- 
penses. 





for a going business, and reflect the de- 
gree of utilization of personnel and ma- 
terials at varying volume levels. They ate 
operating standards used for the purpose 
of controlling overhead costs. Variable 
budgets are a basis for projecting over- 
head costs and personnel requirements for 
planned volume levels. They provide a 
means for analyzing the financial con- 
sequences of projected operating plans. 
They are baal oa an analysis of indirect 
functions and the personnel, materials 
and supplies necessary to accomplish as 
signed tasks at various volume levels. 

When properly installed, maintained 
and utilized, variable budgets are the ad: 
ministrative point where operations and 
finance meet. 


Basic Theory 

Variable budgets provide _ standards 
built around known circumstances and 
conditions. They should approach the 
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ractical ideal. Variable budgets should 
be based on the scope, completeness and 
quality of work as defined by the func- 
tional responsibility. They should repre- 
sent that which is attainable, and vari- 
ances from them should reflect changes in 
operations or costs that are at variance 
with the established practical ideal. 

The two basic theories of variable 
budgets are extremely simple and are 
supported by known and proven facts. 
These theories are: 


1. Reason for organization. The ex- 
istence of a workload is the only justifica- 
tion for the existence of a functional 
organization. The effectiveness of the 
functional organization’s expended effort 
is reflected by its output. 

2. The break-even point theory. It is 
the theory that certain costs are variable 
and related to, and fluctuate with, volume 
of workload output, and that other costs 
are constant and related to elapsed time 
periods only. 


Functions— 
lead and Lag Concept 

A function is a service, task, duty or 
responsibility. The successful operation of 
a business enterprise depends upon a well- 
organized functional plan. 

The necessary work is performed by 
personnel who are organized into special- 
zed functional groups. Each group's 
workload requirements are determined 
by, and in relation to, the requirements of 
one or more other functional groups. 

Workloads flow through these various 
groups according to a plan designed to 
provide effort sequences necessary to ac- 
complish a major task. The workload of 
each group is time-phased according to 
the time requirements for completion of 
each related workload and its place in the 
over-all scheme of operations. Time re- 
quirements for performing the first and 
last work assignment in a complete manu- 
facturing and sales cycle may span several 
months. This results in lead and lag in 
time requirements for the completion of 
the various related workloads. 

The practical variable budget embodies 
this lead and lag concept for the comple- 
tion of functional workloads. It provides 
for the necessary personnel, material and 
supplies at the time they are needed, 
which is when the work is being per- 
formed. 


Variable Budgets— 
Objective 

The objective of the variable budget 
pom at Hughes Aircraft Company can 
€ summarized as follows: 

To conserve company resources and 
obtain maximum utilization of facilities 
and personnel by: 


l. Maintaining personnel according to 
functional requirements. 
2. Providing a plan of functional or- 
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CONTROLLERS INSTITUTE OF AMERICA 


Conference 


Date 


MAY 21-23 
OCTOBER 24-28 


Western 
28th Annual National 


Santa Barbara Biltmore 
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National Spring Conference 
MAY 21-22 NATIONAL INDUSTRIAL CONFERENCE BOARD NEW YORK 
43rd Annual Meeting of Board Members 
MAY 21-22 NATIONAL SOCIETY FOR BUSINESS BUDGETING MINNEAPOLIS 
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MAY 24-27 NATIONAL OFFICE MANAGEMENT ASSOCIATION NEW ORLEANS 
40th International Conference 
JUNE 21-24 NATIONAL ASSOCIATION OF ACCOUNTANTS NEW YORK 
40th International Accounting Conference 
JUNE 24-26 NATIONAL MACHINE ACCOUNTANTS ASSOCIATION ST. LOUIS, MO. 


National Conference and Business Show 





ganization for all practical volume levels 
thus avoiding unbalanced organizational 
cutbacks in time of emergencies. 

3. Providing management with a tool 
that will assist them to determine the 
financial consequences of their projected 
operating plans. 

4. Providing a basis for cost and profit 
analysis so that causes of actual deviations 
from planned costs can be determined. 

5. Providing operating management 
with a tool that will help them to control 
operating costs at the cost incurred level. 


\ 
Scope and Planning 

The most effective variable budget pro- 
gram is one that is broad in scope and is 
built around a standard of requirements. 
These requirement standards and the 
phases of completion must be clearly de- 
fined. At Hughes Aircraft Company our 
acceptable standard for variable budgets 
is a completeness that: 

1. Establishes and reflects the needs at 
the functional level. 

2. Can be used to interpret operating 
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results at the financial, controls and man- 
agement levels. 


A program of this scope refined and 
improved to the maximum requires con- 
siderable time for completion. Therefore, 
we have divided our installation program 
into three phases for clarity and planning 
purposes. 


PHASE I—Provides for quick control by 
applying variable budgets to the indirect 
labor, by functional group, based on exist- 
ing functions and methods. 


PHASE II—Requires a complete evalua- 
tion of functions, methods and procedures 
for the purpose of streamlining opera- 
tions. It also calls for the application of 


( wera 
work-measurement methods to all indirect 


functions. 


PHASE III—Requires variable budgets to 
be set for all other indirect expenses. In 
this phase, the variable budgets and bur- 
den rates are reconciled, break-even charts 
prepared, and cost and _profit-analysis 
methods put into effect. 


oa wadevsvcecs. ree 
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_. ACTUAL PRACTICE 


Aircraft Company, we recognize the need 
variable-budget theories, we are ready to for this participation by all levels of man- 
apply the working theories to actual prac- agement. Prior to starting the actual in- 
tice. stallation work, meetings are held with 
all supervision to acquaint them with the 
program and the theories, philosophies 
and application of variable budgets. They 
are informed of the part they are expected 
to perform in making the installation. No 
variable budget is put into effect without 
the supervision’s approval. 

2. What will be the reaction of indi- 
vidual supervisors toward the program? 

We realize that individual supervisors 
will react in various ways to the program. 


Now that we have outlined the broad 


Program Planning 
At this point there are several factors 
that must be considered: 


1. How should the supervisory organti- 
zation be advised of the variable-budget 
program? 

The success of the variable-budget pro- 
gram requires the continuing and positive 
participation by management. At Hughes 
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WEEKLY VARIABLE BUDGET 
DEPARTMENTAL DESCRIPTION 


DIVISION _Hypothetical __ See opine 
DEPT, NUMBER _000 NAME Purchasing 


SECTION NO, EE —EEEEEEe 











FUNCTIONAL DESCRIPTION | 


— ——— 


l. To procure materials necessary to the manufacture of the compamy's 


products. 


_(a) Production materiale .-. - =a : oem 


(b) M R O Stores materials and other supplies SEE 





___(c) Sub-contracting  —__ Ss ee rae ae 








| ss s Procurement to be in accordance with releases received fram Material __| 


Control and Production Control Departments. oh 








40) Prechrement to pe ieee a 
(1) Consistant with quality standards a peer co 
(2) At the most economical prices. _ 

Three bids must be obtained.  _ . eed 8 Sa 
(3) Within prescribed inventory levels — eee eee —_— 








| OTHER COMMENTS The department is divided into five main functional groups _| 


as follows: 


es em ee ee etl i eee oes ee 
2. MRO Buying 








3. Subcontract Buying © 





4. Procurement services 





5. (General Purchasing Olfice. Lee ae 














io Fieame mM L. Blank 
SIGNED - J. D . Doe : 
DEPT, MANAGER 


SIGNED —— —__——! = 
DEPT, SUPERINTENDENT 


signen HA. Brown 


ANALYST 
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His reactions will probably be based ty 
a large extent on his operating problems 
and personal experience. They will Vary 
according to what each supervisor expects 
to get from the program. Therefore, each 
supervisor's reaction toward the applica. 
tion of the variable budget program to his 
area is analyzed. We attempt to under. 
stand his basic problems and their effec 
on his attitude toward the program, 

3. When will each phase of the pro- 
gram be started? 

We time-phase the program so that 
maximum results can be obtained. Gen. 
erally, Phase I is completed before either 
Phase II or III is started. During the in- 
stallation of Phase I, information will be 
developed that will guide us when start. 
ing work on the other phases of the pro- 
gram. 

4. In what departments will the first in. 
stallations be made? 

Work is usually started first in those 
departments where it is felt the greatest 
results can be accomplished. Studies will 
be started simultaneously in several areas 
at one time, depending on the number of 
engineers participating. Each engineer can 
work in more than one area at the same 
time. 


Functional Analysis 

At Hughes Aircraft Company, the first 
steps in making a variable-budget installa- 
tion are to prepare two complete func- 
tional analyses. The first of these is a 
detailed analysis of the departmental func- 
tions (Example 1). The other is an analy- 
sis of the current working force and the 
detailed functions they perform (Example 
ZY. 

These analyses, when properly pre- 
pared, will provide a basis for deter- 
mining the relationship of existing func- 
tions and the scope, quality and complete- 
ness of work requirements. They will give 
a good indication of the complexity of 
the operations. From them it should be 
possible to determine at what organiza- 
tional depth the variable budgets should 
be established to be effective. From the 
information provided, it should be possi- 
ble to ascertain what creates the workload, 
where it originates and the product of the 
employes’ expended effort. 

The functional analyses are the founda- 
tion upon which the variable budget is 
built. If they are not complete and cor- 
rect, it is doubtful if accurate and de- 
pendable variable budget factors can be 
developed. 

Nore: A section of a Purchasing De- 
partment will be used to illustrate typical 
examples of the studies that are made 
when installing variable budgets. 


Control Factor Analysis 
and Selection 

The purpose of a control factor is to 
provide a base for calculating the variable 
budget. (Continued on page 224) 
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A NEW KIND 
OF AUTOMATIC } 
CALCULATOR 
THAT TAKES THE 
BACKTRACKING 
OUT OF 
FIGUREWORK 


Modern Management Counts on Marchant 


MARCHANT CALCULATORS 


Division of SMITH-CORONA MARCHANT INC. 
OAKLAND 8, CALIFORNIA 






THIS KEY eliminates ‘‘backtracking’”’ 
hand operations that eat up most of the 


time in multi-step figuring. 


The Marchant transflobreaks through the old 
limits of calculator automation by means of a 
unique mechanism called “back transfer.” 


A touch of the back transfer key instantly and 
in a single cycle transfers the intermediate 
result in a multi-step problem back into the 
keyboard dials without the tedious re-entry of 
each digit by hand. There’s no “backtracking” 
over columns of figures or through scratch-pad 
notations. 


The Marchant transflo moves figures swiftly 
from dial to dial, stores them and recalls them 
whenever needed for any type of calculation. 
This unique ability creates completely new 
standards of operating ease, accuracy and 
speed. By eliminating many hand operations, 
the transflo reduces the chances for operator 
error and makes possible vastly increased fig- 
urework output. 


To fully appreciate the transflo, you have to 
watch it perform. Get a demonstration on 
your own figurework by calling your nearby 
Marchant office. Or send the coupon for further 
information. 


MARCHANT CALCULATORS ¢ OAKLAND 8, CALIFORNIA 


| Send me more information about the new 
| transflo calculator and how it can give us 
| faster, more accurate figurework. c-5 
I 


NAME 





PLEASE ATTACH COUPON TO YOUR BUSINESS LETTERHEAD 


223 











EXAMPLE 2 


WEEKLY VARIABLE BUDGET 





INDIRECT LABOR — CURRENT WORKING FORCE ANALYSIS 













































































DIVISION Hypothetical 
CURRENT WORKING FORCE an - wee 
AS OF ___6-6-58 DEPT. NO, ______ NAME _ -_Purchasing 7 c eee EE 
SECTION NO,_____ NAME ___ Production Buying NG, Siiere 1, 
SALARY HOURLY COMMENTS 
TOTAL JOB CLASSIFICATION 
ON | REPL.| ON | REPL. r | saa DESCRIPTION OF FUNCTIONS SEE NOTE 
ROLL |REQ'S,| ROLL |REQ's. NO. | DESCRIPTION NUMBER 
2 1020 | Senior buyer Supervision of individual buyers, approval of 
i | = all purchases over $25, 000.00 
1S] | 1021 Buyer _ Obtain minimum of three bids. Select vendor, | 
| | issue Purchase Orders, and follow up on 
L | eat CT CS Sa ae ee ae een: | 
‘4 | 1022 __| Follow-up man Vendor contact and liaison with quality depart~| _| 
| | ment to assure vendor quality standards, 
& 4 | = Be [cthch ee Bee et lk 12 ic a 
a | : ae, ; _]_ Expedite critical items. x Me. il 
g 4 < 1030 Jd ioterk = ___| Keep up records of individual buyers and __f wll 
| general clerical work. 
| | ut : 2 eee ee SS 3 
Da 4 1041 Stenographer Type purchase orders and general correspon- : 
on! | tis Pao = eee _ | dence, operate duplicating machines, main- a 
| tain files. 
—_—__- T + ———$ —$$_____ - (ates —__—_—_—_— —— $$ 
4 + - — — = —+}— —_ 
— — + - — a - 4 
—E 4 —- — 4 = —$$_______—_}— 4 
= t ——-—_ — ——E i 
Zl 7 | 
HAC 3992 
J. D. Doe M. L. Blank 
SIGNED nes... — ———— _ — 
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A control factor is a unit of measure 
that is constant in character and is repre- 
sentative of the work output of a func- 
tional group. 

A control factor may be: 


1. Units of a product produced by a 
functional group. 

2. Units that are related to the product 
produced and are an accurate index of the 
functional output. (NoTE: The product 
may be a tangible article or a service.) 


The functional analyses, Examples 1 
and 2, can be of great assistance in select- 
ing a control factor. 

By referring to Example 1, it becomes 
evident that the major function of the 
Purchasing Department is to buy materials 
and supplies. We also learn that they buy 
in accordance with releases (Purchase Req- 
uisitions) which are received from other 
departments. These Purchase Requisitions 
represent workload input into the Pur- 
chasing Department and become part of 
the backlog of uncompleted work until 
processed. At this point, no significant 
effort has been expended by the personnel 
of the Purchasing Department in_per- 
forming their major function, so far as 


THE CONTROLLER............. : 


these requisitions are concerned. There- 
fore, the Purchase Requisitions are not 
acceptable as a control factor. 

By referring to Example 2, we learn 
that the major part of the functional 
group effort is expended in obtaining 
vendor sources for the materials which 
the Purchasing Department has been re- 
quested to buy. The successful completion 
of this task results in the issuance of a 
Purchase Order upon which are listed 
the number of items purchased. There- 
fore, these Purchase Orders and the items 
listed on them are indices (control fac- 
tors) reflecting the efforts of the pur- 
chasing functional group. However, they 
are ‘‘raw’’ indices and need refining. 

By anaylzing the effort expended in 
obtaining source information for the items 
purchased, as compared to that for con- 
tacting, grading and selecting vendor 
sources, it is possible to obtain weight 
factors which can be used to refine the 
raw indices. The result is a reliable con- 
trol factor (Example 3). 

When selecting a control factor, the 
distinctive characteristics that exist be- 
tween the workload input, backlogs and 
workload output should be understood. 


cofitititac seth ee MAY 1959 





224 


DEPT. SUPERINTENDENT 


The control factor selected must reflect 
the productive output that is the result of 
expended effort. 

If the control factor is correct, there 
should be positive correlation between the 
control factor units and the personnel 
necessary to accomplish the required 
workload output of the functional group. 
The reliability of the control factor should 
be supported statistically. Historical cor- 
relation charts can be prepared for this 
purpose, provided the information is 
available. 


Indirect Labor— 
Requirements Analysis 

It is generally recognized that person- 
nel requirement trends and related costs 
are not the same at all volume levels. 
Personnel requirements and related costs, 
when correlated with volume levels, re- 
flect trend lines peculiar to specific volume 
ranges and length of time periods. These 
trends can be divided into two main 
categories: 


1. Long-range trends which are related 
to and the result of continuing growth 
extending over long time periods. 

2. Short-range trends which are related 
to and are the result of volume fluctua- 
tions lasting for a relatively short period 
of time. 
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EXAMPLE 3 








WEEKLY VARIABLE BUDGET 
CONTROL FACTORS 
ANALYSIS AND SELECTION 





Hypothetical 


DIVISION 


DEPT. NO.______ NAME ___Purchasing _ pate 6-20-58 


NAME __Production Buying _ 


COMMENTS 


_ SEE eis NO 





POSSIBLE CONTROL FACTORS 





_Represents input into the department. _ 
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¥UM 


- Purchase Requisitions _ 


Seon lre 


Items purchased, 


vendor contact 


i 

















Indicates output of functional effort on individual 


_ Good index of functional effort required as aresult _| 


pe _of detailed workload. 














required. 


CONTROL FACTOR SELECTED Purchase orders and items purchased weighted according to functional effort LR he 8 6.0 





SOURCE OF INFORMATION 
and backlogs. 





RELIABLIITY 





Audit indicates accurate reporting information. Correlation analysis shows 





good correlation when control factors are properly weighted. 








REASON FOR SELECTION 








_ Basic information reliable and can be audited. 


Control factor when properly _ 














are not significant 





_indexes of effort required by the combined group to perform their work, 


i weighted is a relisble index of the functional groupe effort requirements necessary to perform thefy 
= duties correctly. 

DEPT. MANAGER'S COMMENTS & SUGGESTIONS Work in the department is generated by purchase Requisistions 

j ots and hecouse part of the backlog until the related P. 0. is issued. “Control factors selected are good a me 


Interdepartmental work lags 
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At Hughes Aircraft Company we build 
our variable budgets to reflect both these 
trends. 

Long-range trends are the result of 
growth or contraction. Therefore, the 
variable budgets should reflect the effects 
of volume impact and also job specializa- 
tion that is possible as volume increases to 
each succeeding volume plateau. Con- 
versely, they should reflect the effects of 
the possible telescoping and consolidation 
of functions as volume decreases. 

Below certain volumes major reorgani- 
zations would probably take place. These 
would cause a change in the long-range 
trend line relationships, starting at the 
volume where they were effective and 
extending to zero volume. The extent and 
effect of the reorganization would depend 
upon existing circumstances at the time. 
Consequently, to attempt to project such 
a situation for variable budget purposes 
would probably be a useless statistical ex- 
ercise, 

Above the low-volume level at which a 
major reorganization would take place, 
and extending to capacity volume, the 
personnel requirements and related costs 
when correlated with volume generally 
follow a straight-line long-range trend. 
Therefore, at Hughes Aircraft Company, 


for variable budget purposes, the indirect 
labor requirements analysis is restricted to 
volumes ranging from 60% to 140% of 
current volume. It is for this volume range 
that the variability factors are determined 
(Example 4 on page 226). 

Certain types of employes such as su- 
pervisors, technical, skilled and some cler- 
ical help will not be laid off or hired 
when volume fluctuations last for only a 
short period of time. For various reasons, 
this type of help is hired or laid off only 
in relation to expected changes in average 
volumes. Volume fluctuations of short 
duration that may occur, and the advisa- 
bility of maintaining certain employes 
based on an expected average volume, 
creates a trend peculiar to that particular 
volume plateau. These are known as 
short-range trends. 

If the variable budgets are built in 
detail according to practical staffing re- 
quirements both long- and _ short-range 
trends can easily be determined. 

When preparing the Indirect Labor Re- 
quirements Analysis (Example 4), we use 
the actual personnel shown on current 
Working Force Analysis (Example 2) as 
the starting base. By analyzing functional 
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output during Phase I, or by applying 
work-measurement methods during Phase 
II, we determine the workload that the 
personnel listed should be capable of 
completing within a specified time. In the 
example shown, it was found that the 
number of employes listed should produce 
a workload which would result in 3,000 
units of weighted control factor per week. 
By calculating, in 20% increments from 
the base of 3,000 units, we arrived at the 
number of control factor units shown in 
each of the other columns. The personnel 
required for each volume level was then 
determined. 

The various operational factors should 
be analyzed to evaluate their effect on the 
personnel requirements at each of the 
volume levels shown. 

When establishing the personnel re- 
quirements for decreasing volumes, the 
effect of volume loss, possible job con- 
solidation, the effect of geographical lo- 
cation and the need for maintaining an 
effective organization should be estab- 
lished. Conversely, as volumes increase, 
job specialization should be given con- 


sideration. (Continued on page 227) 
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* Per 100 Units of Control Factor 


i3 1S 17 


AL 











ACTUAL 


DEPARTMENT OR 

WORK WEEK UNITS OF 
CONTROL. 
FACTOR 


576 


NAME OR DATE 


ACCUMULATIVE FROM WORK WEEK 


Indirect Labor— 
Projected Requirements 

After the indirect labor requirements 
analysis has been completed, the informa- 
tion is projected in graphic form (Ex- 
ample 5). The purpose of this statistical 
projection is to establish the variability 
relationships between indirect labor re- 
quirements and control factor units. The 
trends, indicated by this statistical projec- 
tion should be carefully analyzed. 

When reviewing the trend lines, there 
may be some question as to their accuracy. 
It may be felt that too much fixed or too 
much variability has been built into the 
variable budget. 

When there is any doubt as to the ac- 
curacy of the information developed dur- 
ing the studies, the questionable items are 
reviewed with the supervisor. In this way, 
factors that may have been overlooked 
originally are brought to light, permitting 
the effect of volume impact and possible 
correction before the budget is given final 
approval. 


Reporting Techniques 

We have found the accompanying 
method of variable budget reporting very 
informative. This report is designed to 
teflect the effect of staffing requirements 


Division 


Sue-Division 


VARIABLE BUDGET WEEKLY REPORT 


EXAMPLE 6 


Hypothetical 








Worx Weex No 
ALLOWED BUDGET 
INDIRECT 
LABOR 


cosT 


12100 


SHORT LONG 
RANGE RANGE 


SHORT RANGE 
OEPT. RESP. 


11950 10660 150 


VARIANCE 


MANAGEMENT 
RESP. 





Date Envinc 





VARIANCE 
PERCENTAGE 


SHORT LONG 
RANGE RANGE 


LONG RANGE 
TOTAL VARIANCE 


1290) 1440 1.4 13. 


+ 


500 


DATE-FROM 











BUDGETS CALCULATED BY DEPT, 


REPORT COMPLETED BY DEPT, 





on both a long- and short-range basis 
(Example 6). This is a plant form used 
to report performance of several depart- 
ments including Purchasing. 

The departmental responsibility vari- 
ance is the amount that actual costs vary 
from the short-range budget. The man- 
agement responsibility variance is the dif- 
ference between the short- and long-range 
budgets. It is the result of supervisory, 
clerical and skilled help staffing for a par- 
ticular volume plateau, although current 
volume may have increased or decreased. 
It puts a cost value on the effect of the 
volume change for management's con- 
sideration. 

The total or long-range variance is the 
total of the departmental and management 
responsibility variances. It is also the dif- 
ference between actual costs and the long- 
range budget. These variances when ana- 
lyzed in detail and in relation to each 
other reveal much about the operation. 

Variances indicate a possible departure 
in operational methods and practices from 
those upon which the variable budget was 
based. 


Underexpenditures, or minus variances, 








can be created by excesses built into the 
budget, or by producing work that does 
not meet the standard of completeness or 
quality required by approved procedures. 
Excess costs, or plus variances, may be 
the result of operating problems, changes 
in methods or practices or poor efficiency. 

All variances are considered as un- 
favorable and indicating the need for 
checking and possible correction of op- 
erating methods. 


Conclusion 

An active variable budget administra- 
tion program can provide effective control 
of overhead costs. Savings that are ac- 
complished through the use of variable 
budgets are the result of better planning 
and elimination of waste. They should 
greatly exceed the cost of the program. 
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Basic Cost Accounting 
for Managerial Control 


Wayne A. Arthur 


Temescal Metallurgical Corporation was incorporated in 
August 1952. Its primary purpose was to draw upon the 
skills, techniques and knowledge in the high vacuum field 
of personnel who had been associated with the University 
of California Radiation Laboratory. What started out as an 
effort to develop a continuous evaporation coating machine 
branched into the field of electron beam melting. In the 
field of high vacuum, there was needed a dependable valve 
designed specifically for high vacuum facilities; since such 
a valve was not available, Temescal developed the type that 
met the requirements of manufacturers of high vacuum 
equipment. In addition to the vacuum melting process and 
the production of high vacuum valves, Temescal also under- 
took the development of high vacuum furnaces in which the 


How an expanding company 
completely reorganized 
its accounting system 


electron beam melting is done. 

Early in 1956, there was formed a Joint Venture Enter- 
prise whose members were Stauffer Chemical Company, 
Mallory Sharon Titanium Corporation, and Temescal Met- 
allurgical Corporation. The purpose of the Joint Venture 
was to finance research and development in the field of high 
vacuum melting. In the latter part of 1958, Stauffer bought 
out Mallory Sharon, and the Joint Venture then became 
known as Stauffer-Temescal Joint Venture Melting Project. 
However, Temescal has retained its own identity and Op- 
erates independently from the Joint Venture. Income and 
expenditures from melting operations and other Joint Ven- 
ture activities are shared on a one-third/two-thirds basis 
respectively by Temescal and Stauffer. 





S EARLY AS 1957, Temescal was becom- 
A ing aware of the inadequacies of its 
production facilities to meet the demands 
of an expanding market. Production melt- 
ing contracts and vacuum valve produc- 
tion outran producing and manufacturing 
capabilities. Finally, on May 1, 1958, 
new and much larger plant accommoda- 
tions were leased from Stauffer Chemical 
Company. There followed immediately a 


WAYNE A. ARTHUR, controller, Temescal Metallurgical 
Corporation, Richmond, Calif., nine months ago set up 
new general and cost accounting systems for his company 
that, because of their unique production processes, re- 
quired procedures not usually found in the accounting 
profession. Mr. Arthur, who holds a B.A. from the Univer- 
sity of California at Berkeley (1947) and a M.B.A. from 
Golden Gate College in San Francisco (1955) had two years 
in industrial engineering at Ford Motor Company and two 
years as cost accountant with General Motors Corporation. 
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notable build-up of production potential. 
It was now possible to come abreast the 
demands of the market. 

However, the method of general ac- 
counting and the reporting of the results 
of operations in the production area 
lagged far behind the development and 
growth of the production system. There 
was an improvised method of cost report- 
ing; but no attempt had been made to 
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lay the groundwork for cost accounting 
and cost control. This was the situation 
up to August 1, 1958. On that date, a 
complete reorganization of the accounting 
system took place. A new general ledger 
control was developed, and a job order 
cost accounting system was installed which 
included both standard and actual costs. 

The installation of the cost accounting 
system was undertaken with four goals in 
mind: 

1. To provide a basis for the determi- 
nation of applied burden rates by depart: 
ments or cost centers; 

2. To report cost of production and 
ending work in process by each type of 
production activity ; 

3. To develop accurate costs as a basis 
for a pricing system; and 

4. To make possible the development 
of a program of cost control and cost fe- 
duction. 


ACCOUNTING BASED ON 
MODIFIED DIRECT COSTING 

At the outset it was necessary to ap- 
proach the problem of accounting for 
overhead costs through a modified system 
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of direct costing. As a result of having 
several large government contracts that 
allowed certain factory and general and 
administrative overhead expenses to be 
charged directly to the production work 
order, management expressed its desire to 
apply this procedure of direct costing to 
all its production activities. Although this 
rocedure compounded the accounting for 
factory and general and administrative 
overhead, it resulted in a more accurate 
statement of costs through more specific 
assignment of overhead expenses. 

In our system, the point of departure 
from the classical concept of direct costing 
is that those factory costs which remain 
after the prime costs and the variable 
factory costs (“direct factory costs’’ is the 
term we prefer) are determined, the fac- 
tory costs which cannot be assigned specifi- 
cally to a production work order, are re- 
covered through the application of a 
burden rate to an activity base—in our 
case, the direct labor dollar is used. The 
classical technique of direct costing re- 
quires the remaining factory expenses to 
be charged to profit and loss; hence, in- 
ventory and cost of sales would be stated 
as only the sum of the prime costs plus 
the variable (direct) factory costs. In our 
case, inventory and cost of sales is com- 
puted as the total of prime costs, direct 
costs, and applied burden rate. 

A further departure from conventional 
costing technique occurs with the in- 
clusion of general and administrative ex- 
penses in the cost of production equation 
and hence in inventory valuation and cost 
of sales determination. The conventional 
production cost equation can be stated as 


Cost of Production = Direct labor plus 
direct material plus applied factory 
overhead. 

Temescal’s cost of production equation 
for all except valve production, which 1s 
based on standard costs, is 

Cost of Production = Direct labor plus 
direct material plus direct factory 
overhead plus applied factory over- 
head plus direct general and adminis- 
trative overhead plus applied general 
and administrative overhead. 


Cost of valve production is reported as 


Cost of Production = Direct labor plus 
direct material plus applied factory 
overhead plus applied general and 
administrative overhead. 


Although Temescal does not have any 
selling expenses, these would be treated in 
the same manner as are the general and 
administrative. The inclusion of general 
and administrative expenses as a factor in 
the cost of production equation becomes 
desirable to the extent that finished goods 
inventory is small and product diversifi- 
cation makes price determination difficult. 
An enterprise that is concerned only with 
single-product manufacture does not en- 
counter the same problem of allocation of 


COMPLAINTS AGAINST UNFAIR LABOR PRACTICES 

Setting a new high, 68 per cent more unfair labor prac- 
tice charges against unions and employers were filed during 
the year ended June 30, 1958 than during the previous fiscal 
year. Statistics taken from an NLRB report show that of the 
all-time record total of 9,260 unfair labor practice charges 
presented during the year, 58 per cent were filed by indi- 
viduals; almost two thirds were directed against employers 
while the remainder were directed against unions. For the 
first time in the history of the NLRB, charges filed by in- 
dividuals constituted a majority of all charges of unfair 


labor practices. 


The General Counsel also issued more complaints in un- 
fair labor practices than in any year since 1953. Of the total 
of 822 cases, over 44 per cent were complaints against labor 
organizations, while the remainder were directed to em- 
ployers. In all, 7,289 unfair labor practice cases were closed 
by the Board during the year, an increase of 42 per cent over 


the 1957 fiscal year. 


administrative overhead as does the manu- 
facturer of several products. Therefore, 
the single-product producer can be in- 
different in his decision to account for his 
administrative overhead either by inclu- 
sion in his profit and loss statement or as 
a factor in his product cost equation. The 
criterion upon which management must 
base its decision in this matter is the de- 
gree to which the price system succeeds 
in recovering the total costs of the enter- 
prise. The greater the diversification of 
product, the more important it is for a 
manufacturer to have an accurate assign- 
ment of all costs of his enterprise to each 
product. 

The system of cost account classification 
was based on the need to report activity 
in five areas: 


1. Production accounts to report costs 
by each type of production activity ; 

2. Factory overhead and general and 
administrative overhead accounts; 

3. The organization of departments 
and identification of each by assignment 
of a department number; 

4. The assignment of letters to each 
vacuum furnace; and 

5. The designation of work orders by 
work order number. 


Individual production accounts as re- 
ported in the cost or production ledger 
are controlled by work in process ac- 
counts for labor, material and overhead 
in the general ledger. A furnace ledger 
records the assignment of costs by each 
furnace, and a work order ledger details 
the costs for each work order. There is an 
equality of balances between the work 
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order ledger, the cost ledger, and the work 
in process control accounts in the general 
ledger. The furnace ledger details only 
the cost of production for each furnace 
for an accounting period and is reconciled 
with the cost of production for melting 
Operations as reported in the cost ledger 
for the production melting accounts. 

In reporting factory overhead that is 
not charged directly to production, only 
the given overhead account number is 
used followed by the department number 
and the furnace letter if the charge can 
be assigned to a specific furnace. If factory 
overhead is charged directly to produc- 
tion, the production account number must 
be used followed by the work order num- 
ber, then the overhead account number 
and the department number; if the charge 
is to melting production, the furnace 
letter would be reported also. 


PRODUCTION ACCOUNTS 

Prior to the installation of this cost 
accounting system, costs were not reported 
according to their true production activity. 
Costs for decidedly different production 
activities frequently were reported within 
the same activity. Therefore, it was neces- 
sary first to define the several production 
activities, classified as follows: 


Joint Venture Production Melting 
Government Production Melting 

Joint Venture Research and Development 
Vacuum Furnace Construction 

Vacuum Valve Parts Production 

Vacuum Valve Assemblies Production 
Vacuum Valve Repairs 

Miscellaneous Production 


seid tic ak rr MAY 1959 











EXHIBIT | 


Department Function 


Production Melting 


Production Account 


Government Production Melting 


No. 1 
Joint Venture Production Melting 
No. 2 Machine Shop Joint Venture Research and Development 
Vacuum furnace Construction 
Vacuum Valve Assemblies Production 
Vacuum Valve Parts Production 
Vacuum Valve Repairs 
Miscellaneous Production 
No. 3 Electronics Technicians Joint Venture Research and Development 
Vacuum Furnace Construction 
No. 4 Mechanical Technicians Joint Venture Research and Development 
Vacuum furnace Construction 
No. 5 Engineering . These departments are service departments and, therefore, never 
No. 6 Plant General f incur a direct labor charge. Whenever a worker performs a serv- 
ice function for one of the other production departments, the 
charge for such labor expenditure is assigned to the department which receives the 


service. This, of course, is indirect labor. 


Production or electron beam melting 
may be for a government contract or for 
customers who are not involved with 
government restrictions and control. 
Temescal acts as an agent for the Joint 
Venture in billing customers for melting 
orders. A work order is assigned to each 
melting order. 

Research and development is an inte- 
gral part of the activities and must be 
considered a production activity because 
the cost plus a small profit is billed to the 
Joint Venture organization. The resulting 

roduct from this activity usually can be 
capitalized by the Joint Venture. A work 
order is assigned to each type of research 
and development undertaking. In cases 
where pure research is involved, a stand- 
ing work order is used, and there may or 
may not be a final product. Production 
melting is sometimes concerned with de- 
velopmental matters in connection with 
maintenance and repairs to the vacuum 
furnaces. When furnace repair and main- 
tenance is undertaken more with the in- 
tent to modify or develop the existing 
furnace facility than to maintain the fur- 
nace in usual or customary operating con- 
dition, the charge is to the research and 
development production account rather 
than to the factory overhead account for 
repairs and maintenance. The charge is 
to the production account because Temes- 
cal does not own the vacuum furnaces; 
these are the property of the Joint Ven- 
ture. 

When vacuum furnace construction is 
undertaken by Temescal, it is classified as 
a major project. These are the furnaces 
which are designed for electron beam 
melting. The construction of a furnace 
usually is undertaken for Joint Venture 
but a furnace also may be ordered by a 
customer other than Joint Venture. A 
work order is assigned for each major 
component. It then becomes possible to 
have a basis of cost comparison and so 
apply cost control in future furnace con- 
struction, although there is usually some 
variation in design from furnace to fur- 


nace. Each furnace construction project 
is assigned its own production account. 

Vacuum valves have become a major 
part of the production at Temescal. Valve 
parts and assemblies are reported on a 
standard cost basis while valve repairs is 
a production account used to report re- 
pairs to valves for customers and is re- 
ported at actual cost. 

Miscellaneous production is a vety 
small percentage of Temescal’s total pro- 
duction. It may be for small jobs related 
to vacuum furnaces ordered by outside 
customers or small miscellaneous jobs 
done for Joint Venture. Any activity that 
cannot be assigned to one of the other 
production accounts will be reported as 
miscellaneous production. 


OVERHEAD 
Accuracy of costs is directly dependent 
on the degree of systematization in re- 
porting direct labor and direct material. 
No less important as a factor in the total 
cost equation is the applied burden rate. 
Unless there is a fairly precise method for 
determining the applied burden rate, large 
variances result that will cause a serious 
distortion in the statement of cost of 
production for the several production ac- 
tivities and will make difficult the estab- 
lishment of prices which must rest upon 
the accurate determination of costs. If a 
manufacturing effort can be classified into 
departments or cost centers, it becomes 
possible to apply a more realistic burden 
rate as determined for each department 
than if the same burden rate is used for all 
the manufacturing processes. 
After a careful study of the manufac- 
turing and production characteristics at 
Temescal, it was determined that six de- 
artments or cost centers were readily 
identifiable. The assignment of direct 
labor by departments to the several pro- 
duction activities points out more clearly 
the nature of the production processes at 
Temescal. Exhibit I presents the: produc- 
tion activities to which direct labor is 
charged together with the departments in 
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which these activities may be reported. 

The calculation of a burden fate jg 
made on a departmental basis. Since there 
is no fund of historical costs classified 
departments or, for that matter, even by 
cost characteristic or type, no attempt has 
been made at this time to consider the 
application of the flexible budget ap- 
proach. Within a short time the presenta- 
tion of overhead costs as shown in Sched. 
ule. A will provide a complete enough 
background to commence the more pre- 
cise control of overhead expenses through 
the adoption of the flexible budget tech- 
nique. 

Schedule A is an analysis of factory 
overhead incurred. The question immedi- 
ately comes to mind as to the desirability 
of such a presentation as a comparative 
analysis, that is, showing the current 
month with the prior month and with the 
same month a year ago. The comparative 
presentation of items in the balance sheet, 
the profit and loss statement, or schedules 
of operating costs is desirable for obsery- 
ing dollar amounts in their historical per- 
spective. However, if the intent of com- 
parative analysis is to control each kind 
of cost or expense by taking note of the 
trend of the expense, then the desirability 
of such a presentation is certainly open to 
question. Controlling costs through com- 
parative trend analysis is Passive cost con- 
trol. It is like closing the barn door after 
the horse has gotten away. 

Rather, the most effective control of 
all costs—both direct and indirect—is 
through the operating budget approach. 
Here, forecasts derived from informed 
and intelligent planning set the control 
limits at the outset of the accounting 
period and, at the end of the period, 
variances report the efficiencies or the in- 
efficiencies which actual Operations pro- 
duce. 

A study of Schedule A reveals how the 
direct costing technique has been adapted 
to report production costs at Temescal. It 
will be noted that there are the three con- 
ventional classifications of factory over- 
head, namely, indirect labor, indirect ma- 
terial, and other expenses. These are re- 
peated within two main classifications in 
the schedule, namely, direct and applied. 
As has already been noted, direct overhead 
costs are those which can be assigned to 
a specific production work order. Those 
overhead costs which are recorded within 
the applied classification are expenses 
which cannot be assigned to a direct 
production work order and which there- 
fore must be recovered through the ap- 
plication of an applied burden rate to an 
activity base. 

Prior to the installation of this account- 
ing system, the procedure had been to 
account for direct factory and general and 
administrative expenses as either direct 
labor or direct material. Such an account- 
ing treatment was an obvious misstate- 
ment of prime costs. Schedules A and B 

(Continued on page 232) 
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ANALYSIS OF FACTORY BURDEN INCURRED FOR MONTH ENDING NOVEMBER 30, 


Dept. No. 4 
Mechanical 


DIRECT OVERHEAD 


Labor 
Engineering 
Material Handling 
Overtime Premium 
Repairs to Mach. & Equip. 
Rework and Changes 
Shipping—Packing 
Supervision 


SUBTOTAL 


Indirect Material 


Misc. Elect. Supplies & Mat’ls. 
Misc. Shop Mat’! & Supplies 
Shipping & Packing Supplies 
Small Mach. & Hand Tools 
Tubes 


SUBTOTAL 


Other Expense 
Engineering Supplies 
Freight & Postage 
Miscellaneous 
Rep. to Mach. & Equip. Mat’l. 
Rework—Material 
Scrap & Spoiled Work 


SUBTOTAL 
TOTAL DIRECT 


APPLIED OVERHEAD 
Labor 

Clerical 
Engineering 
Holiday 
Inventory 
Janitor 
Material Handling 
Meetings, Miscellaneous 
Overtime Premium 
Rep. to Automotive Equip. 
Rep. to Building 
Rep. to Mach. & Equipment 
Rep. to Jigs, Patterns 
Research & Development 
Rework & Changes 
Shipping—Packing 
Storekeeper 
Supervision 
Sweeping—Cleaning 
Vacation 


SUBTOTAL 


Indirect Material 


Misc. Electrical Supplies & Mat’l. 
Misc. Shop Mat’l. & Supplies 
Shipping & Packing Supplies 
Small Machine & Hand Tools 
Tubes 


SUBTOTAL 
Other Expense 


Compensation Insurance 
Depreciation 

Electricity, Gas, Water 
Engineering Supplies 
Freight—Postage 

Fuel for Trucks 

General Insurance 
Miscellaneous 

Payroll Taxes 

Property Taxes 

Rent 

Repairs to Bldg.—Mat’l. 

Rep. to Jigs, Patterns—Mat’l. 
Rep. to Mach. & Equip.—Material 
Rework—Material 

Scrap and Spoiled Work 


SUBTOTAL 


TOTAL APPLIED 


Proration by Direct Labor Dollar of Applied 
Engineering & Plant General 


TOTAL APPLIED AFTER PRORATION 
GRAND TOTAL 


Burden Absorbed (Direct plus Burden Rate) 
Under (Over) Absorbed Burden 


GRAND TOTAL 
DIRECT LABOR 
INDICATED BURDEN RATE 
BURDEN RATE APPLIED 


¥UM 








SCHEDULE A 
TEMESCAL METALLURGICAL CORPORATION 





Dept. No. 1 
Production 








Dept. No. 2 
Machine 




















Dept. No. 3 
Electronics 











1958 


Dept. No. 5 





Dept. No. 6 
General 

















Total Melting Shop Technicians Technicians Engineering Plant 
2,625.46 
43.24 
96.10 131.31 52.80 
411.20 
195.00 76.95 201.43 101.28 
84.18 
160.07 105.09 44.00 304.92 
76.95 "437.83 ~ 198.08 2,930.38 
201.85 201.85 
60.81 50.64 10.17 
103.14 103.14 
22.32 22.32 
116.00 116.00 
Sona 09S 06h = OAT 
40.30 40.30 
119.18 119.18 
44.00 44.00 
202.90 202.90 
501.08 71.81 204.03 80.74 124.50 
206.48 76.48 130.00 
"1,113.94 ~~ 584.37 "$34.03 80.74 124.50 ~ 40.30 
; 6,251.09 1,945 15 - 133.30 569.21 = 332.75 2,970.68 
703.19 114.05 304.14 285.00 
1,850.00 1,850.00 
1,928.98 901.20 396.72 297.17 299.00 402.01 32.88 
144.81 144.81 
751.28 751.28 
451.24 $ -/ 75.48 
348.20 194.75 111.60 15.89 25.96 
355.67 211.00 144.67 
44.99 44.99 
176.80 176.80 
917.67 717.07 200.60 
142.29 142.29 
89.00 89.00 
240.78 94.60 28.00 118.18 
111.12 111.12 
722.43 722.43 
4,545.31 1,522.38 1,845.25 310.60 440.50 $26.58 
125.72 88.00 37.72 
841.52 103.82 290.00 130.52 176.77 54.01 86.40 
14,491.00 3,828.03 4,710.43 782.18 1,034.45 3,043.56 1,09 
1,295.94 1,091.04 204.90 
927.76 20.30 694.89 96.76 71.40 44.41 
195.34 84.21 111.13 
423.59 164.04 210.09 15.16 34.30 
131.94 131.94 
2,974.57 1,491.53 1,016.11 316.82 105.70 44.41 
566.15 189.44 188.64 79.25 94.00 ‘22 10.60 
1,000.00 988.67 18.52 42.06 70.41 68.19 
5 609.00 201.00 25.00 
7 270.55 
93.6 172.49 221.18 
46. 46.05 
53. 139.71 419.14 34.93 34.93 34.93 
41. 316.10 25.00 
5.5 547.48 679.03 282.36 132.57 152.02 53.10 
; 75.64 75.64 21.61 21.61 21.61 
30. 710.50 710.50 203.00 203.00 203.00 
f 89.18 91.12 86.25 
76.6 76.63 
1,920.00 1,010.20 355.26 349.38 205.16 
546.83 546.83 
960.00 960.00 
13,166.69 4,543.64 5,738.62 1,105.17 733.33 756.74 289.19 
30,632.26 9,863.20 11,465.76 2,204.17 1,873.48 3,800.30 1,425.95 
1,306.56 1,724.66 1,045.25 1,149.78 (3,800.30) (1,425.95) 
30,632.26 11,169.76 13,189.82 3,249.42 3,023.26 





36,883.35, 


13,114.91. 
13,882.21 





35,875.19 
1,008.16 (767.30) 
36,883.35 13,114.91 
24,162.33 «5,968.58 
187% 
200% 


13,623.12 


12,583.90 
1,039.22 


13,623.12 
8,100.40 
163% 


150% 


3,818.63 


3,507.65 


310.98 
3,818.63 
4,897.40 

66% 


60% 


3,356.01 


2,930.75 
425.26 


3,356.01 
5,196.00 
58% 


50% 


2,970.68 


2,970.68 





2,970.68 





























make possible the correct assignment of administrative expenses are allocated on rate times an activity base) is charged ‘ 
charges to each type of expense account. the basis of the direct labor dollar as is also to work in process. A control account 
The applied burden rate in Schedule A shown in Schedule B. The important in the general ledger called “Factory 
is determined for each department by _ thing to emphasize in this approach is that | Cverhead in Process’ reports the sum of 
computing the ratio of the total depart- the direct overhead costs do not enter into direct factory overhead costs and the ap- 
ment direct labor dollars to the total de- the determination of the burden rate. plied burden. A nominal account called 
partment expenses in the applied section The accounting treatment of direct ‘Applied Factory Burden” records as , 
after the service departments’ applied ex- overhead costs requires that they be  creJit the amount of the applied burden, 
penses have been prorated to the pro- charged to work in process. Of course, Under or over absorbed burden a pears 
duction departments. Applied general and applied burden (the product of burden as a variance in the determination o profit 
or loss. 
SCHEDULE B The same accounting procedure applies 
TEMESCAL METALL ICAL COR ATION to general and administrative overhead. 
ALLURG POR A control account in the general ledger is 
ANALYSIS OF GENERAL & ADMINISTRATIVE EXPENSE INCURRED used called ‘General and Administrative 
FOR MONTH ENDING NOVEMBER 30, 1958 & YEAR TO DATE Overhead in Process” and the under or 
Sean Current Year to Date over absorbed overhead is reported as a 
135-4 Detail Fotal Detail Total variance. An account called “Applied 
Vv : - . F 
DIRECT OVERHEAD I ; a General and Administrative Burden’ te. 
Conference Expens« 703 25.00 56.50 f 4 
Consulting Fees 704 146.50 740.00 cords the applied credit. 
Promotion 713 10.63 122.80 -# f e ; Yann 
Telephone & Telegraph 716 19.80 77.00 It will be noted by referring to the 
Travel Expense 717 110.00 _264.70 Profit and Loss Statement (Exhibit II) 
TOTAL DIRECT 311.93 1,261.00 that unabsorbed factory and general and 
administrative overhead is assigne 
eee eee een dministrati e overhead is assigned to the 
Business Licenses & Taxes 701 1,008.60 cost of sales by several procedures. Un- 
Compensation Insurance 702 5.64 63.34 ahc , Fa 1@ 2 : 4 was 
eeemes Enpesee 103 9377 103-43 absorbed factory overhead in the Melting 
Contributions 705 31.00 Department 1s charged to Joint Venture 
Depreciation—Office Equipment 706 148.38 695.77 : c A 
General Insurance 707 34.93 65.92 Melting and to Government Melting on 
Interes 708 42.40 201.16 : 7 : : 
ee in say ae 3,656.45 the basis of the cost of sales in each. The 
Office Salaries 710 +,168.00 20,480.71 PEE i s ‘ ‘ ee , a 
Officer's Salaries 71 5,575.00 16,500.00 remaining unabsorbed factory overhead At 
rua Tesiee Office & Officer 712 ae) Hoe 1S prorated over the other cost of sales Cl 
*-romotion 415 937.2 yy 9 4 a a : 
Stationery & Office Supplies 714 929.84 2,416.90 accounts on the basis of the amount in 40 
sul ions, Due 715 15.00 112.67 ; ' 
Faachone & Telcarunh 516 789.73 2,056.08 each. Although quantity and cost vari- ; 
Fravel Expense ae 1,455.03 yap ances for valve production are calculated 69 
TOTAL APPLIED 15,007.50 54,127.98 for both labor and material, these are re- fur 
GRAND TOTAL 15,319.48 55,388.98 ported as a total variance at this time and 
charge ee Stn of oe A By 
a a i a Pos: harged to cost of sales for valve as PD 
ate) 12,393.09 1,871.25 semblies since cost of sales for valve parts hel 
Under (Over) Absorbed Burden 2,926.34 3,517.73 is a negligible amount. H 
GRAND TOTAL 15,319.43. 55,388.98 The question may be raised as to the U 
TOTAL DIRECT LABOR 24,162.33 101,220.50 method of accounting for factory over- CO] 
INDICATED BURDEN RATE 62% 53% head for valve production. Should not ene 
BURDEN RATE APPLIED 50% 50% (Continued on page 234) 
Au 
EXHIBIT II a 
TEMESCAL METALLURGICAL CORPORATION El 
PROFIT AND LOSS STATEMENT FOR MONTH ENDING NOVEMBER 30, 1958 € 
Gross Variances Net Unabsorbed var 
Cost Operating — --- Operating Gen. & Admin. Net 
ACCOUNT DESCRIPTION Sales of Sales Profit Labor Material Factory OHD! Profit Overhead? Profit the 
Joint Venture Melting 22,612.50 13,193.01 9,419.49 (437.36) 9,856.85 , 417.88 9,438.97 sta’ 
Government Melting 15,200.11 9,861.10 5,339.01 (329.94) 5,668.95 312.24 5,356.71 
Joint Venture Research and oe a 
Development 21,100.00 18,522.17 2,577.83 474.58 2,103.25 586.78 1,516.52 car‘ 
P-3 Furnace Construction 27,200.10 23,148.78 1,051.32 593.18 3,458.14 733.34 2,724.80 
Valve Parts 400.35 251.70 148.65 6.39 142.26 7.90 134.36 han 
Valve Assemblies 36,100.26 26,504.70 9,595.56 650.40 $95.14 679.47 7,870.55 841.62 7,028.93 
Valve Repairs 69.31 44.68 24.63 1.07 23.56 1.17 29.39 
Miscellaneous 1,220.30 810.91 409.39 20.77 388.62 25.46 363.16 ma 
TOTAL 123,902.93 92,337.05 31,565.88 650.40 395.14 1,008.16 29,512.18 2,926.34 26,585.84 tots 
OTHER INCOME ' See Schedule A 2 See Schedule B car 
Miscellaneous 460.50 
Purchase Discounts $20.10 
Scrap Sales 50.91 
IMC &% Share from Joint Venture Net Income 3,649.76 : 
TOTAL 4,481.27 ng 
OTHER EXPENSE Auc 
Miscellaneous 28.45 
TOTAL 28.45 4,452.82 
NET PROFIT BEFORE TAXES $1,038.66 
Bui 
N 
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count 
ctory CONTROL AT CLEVELAND TRUST 
m of 
C ap- 
alled 
as a 
tden, ” 
ea Moore forms helped 
Dronit 
plies 
head, . 
ee get our collection 
t OF 
as a 
plied 
a ° ° ” 
re system into high gear 
» the 
I) 
and 
) the 
ing J, ROSS ROTHAERMEL, Auditor, The Cleveland Trust Co. 
iture 
g on 
The . bd 99 nr bd 
head An automated collection system has given The _ that lets it work.” The form is a 2-part Moore 
sales Cleveland Trust Company centralized control over Speediflo—the bank’s control in print. 
ade 40,000 thly real estate loan payments made in . 
wank. VUU Monthly real e oan pay ‘ The Moore man has designed over 200 forms 
ated 69 different offices. Machine control of accounting for Cleveland Trust. If you’d like a more detailed 
poe functions makes the exact cash position of the de- description of the systems that use these forms, 
ase partment known daily: in the past, payments were —_— write the Moore office nearest you. No obligation. 
parts held in escrow and balanced only four times a year. 
eo Human error has been cut to a minimum. Hand 
Wver- copying is eliminated. Work time has been short- 
i ened by days, and operating costs cut. 
Automatic printing of data from punched cards 
on specially designed forms is basic to the system. 
958 Electric accounting machines compute interest at 
varying rates, collate names and addresses with 
cit the payment due and print complete and accurate 
=ay statements, ready for mailing. They also isolate 
16.2 cards representing delinquent accounts for special 
= handling. As payments are received, the same 
a6 machines are used to compare total receipts with 
85.84 total expected returns, and to punch new balance 
cards, ready for the next monthly cycle. 
“The Moore man was instrumental in design- — Moore Business Forms, Inc., Niagara Falls, N.Y.: =A 
; 7 _ : ‘ j : A OS 
ing this system 7? reports Mr. J. Ross Rothaermel Denton, Texas; Emeryville, Calif. Over 300 offices pooh 
: ’ a ne ‘ i ; and factories throughout the U.S., Canada, Mexico, ee 
Auditor of the bank, not to mention the form Cuba, Caribbean and Central America. 
152.82 
j Build control with 
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TEMESCAL METALLURGICAL CORPORATION 
ANALYSIS OF COST OF PRODUCTION AND ENDING WORK IN PROCESS FOR MONTH ENDING NOVEMBER 30, 1958 


Total 


COST OF PRODUCTION 

A/C No. 

24,162.33 
31,819.73 
6,251.09 
29,624.10 


Direct Labor 

Direct Material 

Direct Charges—Factory Overhead 

Applied Factory Overhead 

Direct Charges—Gen. & Admin. 
Overhead 

Applied Gen. & Admin. Overhead 


TOTAL 





311.93 
12,081.16 


_ 104,250.34 


ENDING WORK IN PROCESS 
A/C No. 

135-1 Direct Labor 

135-2 Direct Material 





13 Direct Charges—Factory Overhead 
1; Applied Factory Overhead 
13 Direct Charges—Gen. & Admin. 
Overhead 20.00 
135-4 Applied Gen. & Admin. Overhead 1,101.70 
TOTAL _ 14,076.61 


factory overhead be analyzed for vari- 
ances in idle plant capacity, production 
efficiency, and budget excess? Our answer 
is that this more detailed analysis is the 
long-range intent. First, problems in per- 
sonnel training and plant organization 
must be resolved and a program of long- 
range planning instituted. What has been 
accomplished in the present instance is 
that an accounting system has been de- 
signed and installed which is basic but 
which will readily make possible the de- 
velopment of more precise accounting 
controls as these other problems are re- 
solved. It is obvious also that the analysis 
of factory overhead as suggested above 
would require that all production activities 
performed within a department be on a 
standard cost basis. Eventually, it may 
prove practical to set up a separate de- 
partment for research and development; 
then the other production activities may 
be accounted for by standard costs along 
with valve production. 

Included in the cost of sales are general 
and administrative expenses. This cer- 
tainly is a radical departure from con- 
ventional presentation of cost of sales. 
Nevertheless, because of the unique re- 
lationship between Temescal and the Joint 
Venture Enterprise, all production costs— 
with the exception of valve and miscel- 
laneous production—for an accounting 
period are billed to Joint Venture. This 
means that there is never a work in 
process or finished goods inventory for 
research and development, furnace con- 
struction, or melting. At the same time, 
by including general and administrative 
overhead, a more precise calculation of 
cost of sales is made possible. It is evident 
also that the cost of sales and the cost of 
production for these production activities 


SCHEDULE C 
































A/C A/C 
A/C No. 401 A/C No. 402 A/C No. 403 A/C No. 404 No. 405 A/C No. 406 No.407 A/C No. 408 
Segre yea cea ees ae eae eames am RATE EL 
Joint 
Joint Venture 
Venture Government Research&  P-3 Furnace Valve Valve. Valve 
Melting Melting Development Construction Parts Assemblies Repairs Miscellaneous 
3,353.13 2,615.40 4,891.95 6,706.84 4,696.80 1,617.98 41.25 238.98 
— - 5,726.19 6,622.25 4,718.10 14,047.28 75.49 630.42 
1,304.95 640.20 1,503.61 2,601.17 ers nae i 201.16 
6,706.26 5,230.80 3,941.82 3,804.90 7,045.20 2,426.97 61.88 406.27 
152.10 67.00 12.63 60.20 - _ 20.00 
1,676.57 1,307.70 2,445.97 3,353.42 2,348.40 808.99 20.62 119.49 
73,193.01 9,861.10 —*18,522.17 23,148.78 + ——«-18,808.50 18,901.22 199.24 1,616.32 
—_ — —<—<—<—<——— ———— — ———_ — — = 
1,458.20 500.50 75.57 169.12 
4,356.00 2,000.09 332.00 721.47 
189.44 
2,187.30 750.75 113.35 101.12 
20.00 
729.10 250.25 37.79 84.56 
8,730.60 3,501.59 558.71 1,285.71 


within the accounting period are one and 
the same. This can be seen by referring to 
the Cost of Production and Ending Work 
in Process report (Schedule C) and the 
cost of sales in the Profit and Loss State- 
ment (Exhibit III). 


COST OF PRODUCTION 
AND ENDING WORK IN PROCESS 

Cost accounting for labor is accom- 
plished through the use of the Hadley 
Unisort Standard Time Ticket punchcard. 
The basic sorts which are required are: 
(1) Production account number; (2) 
work order number; (3) department 
number; (4) overhead account number; 
and (5) furnace letter. All five of these 
must be noted on a punchcard when labor 
is reported for a factory overhead activity 
that is to be charged directly to a produc- 
tion work order for melting. Only two 
will be required when a charge to factory 
overhead is to be recovered through the 
applied burden, namely, the overhead ac- 
count number and the department num- 
ber; the furnace letter would be reported 
also if the expense is assigned to the 
Melting Department. 

Valve production is reported on the 
basis of individual valve parts. A work 
order is assigned for each production of a 
given valve part. Direct labor is reported 
on the punchcard by recording the produc- 
tion account for valve parts together with 
the work order number and the Machine 
Shop Department number. The work 
order (which also serves as a production 
order) is sent to the accounting office 
when it is completed. The valve part 
number and description and quantity 
produced is noted on the work order. 
After the time ticket punchcards are proc- 
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essed for accounting, they are sorted by 
work order number. When the work order 
comes in, it is then possible to calculate 
the actual unit time and cost for each 
valve part. This then becomes the basis 
for revision of standards in the absence of 
time studies being taken of production 
operations. Admittedly, the revision of 
standards by referring to historical cost 
statistics does not provide for a measure- 
ment of operating efficiency that would 
be determined by the time and methods 
study approach; nevertheless, the latter 
would require a degree of planning and 
systematizing of the production processes 
that has not yet been achieved at Temes- 
cal. It is believed that the operating 
budget forecast will lay the groundwork 
for the development of a program of pro- 
duction planning. 

Valve parts assembled make up a com- 
pleted valve assembly. A work order is 
written for each assembly of a given 
quantity of valves of a certain size and 
type. Reporting and processing labor for 
valve assemblies is the same as for valve 
parts. 

When valve parts or valve assemblies 
are completed on a work order, they are 
transferred either to completed valve parts 
inventory or to finished valve assemblies 
inventory. This transfer is reported on 4 
form specially designed and called a ““Ma- 
terial Transfer.” Parts and material put- 
chased from vendors for production are 
charged to a purchased parts inventory 
and are requisitioned into production. 
Completed valve parts are also requisi- 
tioned into production for valve assem- 
blies. These requisitions also are filed ac- 
cording to work order number and are 
used to revise material quantity standards 
for each valve part and valve assembly. 
Material cost standards are checked with 
the price variances of material purchasts. 
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The difference between a standard and 
an actual cost system is pointed out in 
noting the method used to determine the 
cost of production and ending work in 
process for valve parts and assemblies as 
compared to that used for production 
other than valves. In the case of valve 
roduction, it is the cost of production 
that is derived. The ending work in 
process inventory which is a physical in- 
ventory taken at the end of each month 
lus the transfers to completed parts or 
finished assemblies inventory minus the 
beginning work in process inventory 
equals the cost of production. For pro- 
duction other than valves, it is the ending 
work in process inventory that is derived. 

As has been stated, the cost or produc- 
tion ledger which is a subsidiary ledger to 
the work in process control accounts in 
the general ledger is the source from 
which Schedule C is constructed. It is 
evident that even though the cost of sales 
and the inventories include general and 
administrative overhead, Schedule C pro- 
vides a detailed analysis of these costs; 
and this, in turn, is supported by the work 
order ledger. 


COST CONTROL AND 
COST REDUCTION 

Cost control and cost reduction was 
achieved with the introduction of the 
Furnace Operations Report and the Op- 
erating Budget Forecast And Variance Re- 
port. A measure of cost control is pro- 
vided automatically for valve production 
through the standard cost system by which 
valve cost of production is reported. 

The Furnace Operations Report (Ex- 
hibit III) is a statement of the efficiency 
of melting operations by each vacuum 
furnace. It will be noted that there are 
four measures of efficiency. Each has its 
own special control significance. 

1. Per Cent Per Direct Labor Dollar: 
This is the ratio of direct labor dollars to 
total indirect costs. As this ratio increases, 
an increasing consumption of factory 
overhead costs is indicated. A decreasing 
ratio would indicate a more efficient use 
of factory overhead activities. 
he: Dollars Per Hour: Operating time 
in hours is the sum of all the hours ex- 
pended by furnaces in actual melting 
operations. It is net of down time. There- 
tore, this is the ratio between direct op- 
erating hours and total operating costs. A 
decreasing ratio would mean that direct 
operating hours are being used more efh- 
ciently, 

3. Dollars Per Pound: This is the ratio 
of the total melt output in pounds to the 
total operating costs. As this ratio de- 
‘teases, output is being produced more 
efficiently and at less cost. It would follow 
that there would be a positive correlation 
between the ratios of dollars per hour 
and dollars per pound. 

4. Per Cent Per Sales Dollar: This is 
the ratio of the dollar amount of sales to 


the total operating costs. Since there is 
no work in process or finished goods in- 
ventories for melt production at the end 
of each month, there is no problem in 
determining this ratio. If this ratio varies 
beyond established price control limits, a 
revision in the sales price policy would be 
indicated. 

It may be noted in passing that the per 
cent of on time (operating time) to down 
time is included in a separate operating 
report which is the responsibility of the 
department supervisor. 

It is evident that the kind of material 
or metal that is melted has a direct bear- 
ing on all these ratios. However, since 
each vacuum furnace has consistently 
melted the same kind of metal during any 
given month, this situation has not yet 
been encountered. If more than one kind 
of metal would be melted in any one fur- 
nace in any given month, a separate report 
would be required for each kind of metal. 

An interesting accounting procedure is 
revealed in the accounting for furnace 
costs. By comparing the Furnace Opera- 
tions Report (Exh7bit III) with the Melt- 
ing Department in Schedule A, it will be 
seen that the total indirect operating costs 
for the furnaces is equal to the sum of the 
direct factory overhead expense plus the 
product derived from the Melting De- 
partment’s applied burden rate times the 
direct labor dollars. General and admin- 
istrative expense is not included in the 
Furnaces Operations Report. The im- 
portant thing to note here is that the fur- 


nace ledger which provides the detail 
from which this report is compiled is 
not a subsidiary ledger. It is a supple- 
mental ledger. Many but not all the 
charges reported in the Melting Depart- 
ment in Schedule A are further segregated 
by furnace in the furnace ledger and in- 
cluded in the indirect costs in the Furnace 
Operations Report. Those costs in, Sched- 
ule A which cannot be assigned to a 
specific furnace must be recovered in the 
Furnace Operations Report by prorating 
the remaining applied burden to each 
furnace on the basis of the direct labor 
dollars assigned to each. The total operat- 
ing costs are equal to the sum of the 
direct labor plus the direct factory over- 
head plus the applied factory overhead 
for Joint Venture Melting and Govern- 
ment Melting in Schedule C. It will be 
noted that there is no direct material re- 
ported. Temescal does not melt for in- 
ventory; material to be melted is supplied 
by the customers. 

It is intended that as a fund of his- 
torical cost data is acquired from this Fur- 
nace Operations Report, the standard cost 
system now in effect for valve production 
will be extended to the melting process. 
This would require that melting opera- 
tions be placed on a true production basis. 
At the moment, furnace operations are 
still in somewhat of an experimental and 
developmental stage. 

This fact can be seen clearly by noting 
the large amount charged to repairs to 

(Continued on page 256) 


EXHIBIT Ill 


TEMESCAL METALLURGICAL CORPORATION 
FURNACE OPERATIONS REPORT 
FOR MONTH OF NOVEMBER, 1958 


OPERATING COSTS” 


Direct Labor 
Indirect Costs 


Indirect Labor 
Indirect Material 
Other Expenses 
SUBTOTAL 
Applied Burden 
Total Indirect 


Total Operating Costs 


OPERATING TIME (HOURS) 
PRODUCT OUTPUT (POUNDS) 
PRODUCT OUTPUT (SALES DOLLARS) 
EFFICIENCY FACTOR 


(Direct Labor to Total Indirect 
(% Per D. L. Dollar 


EFFICIENCY FACTOR 
(Dollars Per Hour) 


EFFICIENCY FACTOR 


(Dollars Per Pound) 


EFFICIENCY FACTOR 


(Sales to Total Operating Costs) 
(% Per Sales Dollar ) 


* Excludes General and Administrative 


THE CONTROLLER 


2701.50 


ash 
1,000.50 

150.64 
1,204.94 
2,656.08 
2 011.93 


1.668.01 


69.51 


26,056.18 


28.3 130.1 


P-1 p-2 2 9 Wa 
Furnace A 


“ > J : 
Furnace B- Furnace C Furnace D Total 


1,512.10 850.95 903.98 5,968.53 


.181.10 
665.53 
840.00 


4,295.60 
1,912.52 
3,203.14 


1,404.00 
595.60 
701.50 


710.00 
200.75 
156.70 
9,411.26 
4,470.95 


367.45 2,686.63 


715.35 


2,701.10 l, 
117.74 


625.93 


13,882.21 


, 818.84 993.38 3,401.98 


330.94 2,844.35 4,305.96 19,850.74 


7 320 256 160 


1410 197 15 36 


097.9 3,159.80 3,255.00 


16.66 26.91 


119.61 


5.23 10.73 63.21 


90.0 
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Should the Controller Govern 
the Content of Staff Reports? 


Harold W. Fox 


US ASSUME general agreement among 
the controller and the other members 
of the management team that the con- 
troller is fully responsible for all account- 
ing reports and underlying media. This 
unanimity of opinion will most likely 
not extend into the realm of management 
Services. 

We need only recall that for many 
years internal auditing has been reporting 
directly to the president, the division 
manager, the treasurer, or the controller. 
The main reason for placing the auditing 
function outside the controller's purview 
is internal control. The principle of in- 
ternal control enjoys wide acceptance. The 
precedent that the controller does not edit 
the work of company accountants working 
in his area (i. e., auditing the books) has 
been established in many companies. 

This article examines the question of 
functional authority in a different con- 
text—the rapidly growing area of staff 
services. We refer here to the analytical 
job of research and interpretation of 
broad business problems preparatory to 
administrative or operational decision- 
making. Frequently, centralization of the 
service section under the controller's 
supervision seems preferable to alternative 
installations. The tendencies, on one 
hand, of increasing specialization in the 
domain of the executive and, on the other 
hand, of increasing scope in the demands 
on the administrator, have propelled the 
staff service into incidental prominence. 


It is this prominence which renders the 
topic of control over staff reports so acute. 
There appear to be various considerations 
which make a cautious treatment of the 
analyst's reports advisable. 





FUNCTIONAL RESPONSIBILITY 


The definition of the controller’s re- 
sponsibility is a key factor in the analysis 
program’s success. If the controller is not 
only in charge of staff personnel but also 
accountable for their output, it devolves 
upon him (or his representative) to 
govern the content of staff reports. There 
exist two basic avenues to the conscien- 
tious exercise of functional responsibility. 
In practice, these two approaches may be 
combined, but there will remain im- 
portant variations in emphasis. 


HAROLD W. FOX, head of management services at Rowe 
Manufacturing Company, Inc., subsidiary of Automatic Can- 
teen Co. of America, Whippany, N. J., graduated from City 
College of New York and received his M.B.A. from Xavier 


University, Cincinnati, 


Ohio. 
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clude marketing and financial analysis at General Foods 
Corporation and prior experience in business management. 
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Thought-provoking comment on 
the controller's responsibility 
for content of staff analyses 


One is directed foward the report. 
Usually, the controller will have superior 
insight into management's interests and 
plans. He may not be familiar in detail 
with the subject matter which the staff 
member has investigated. With his ac- 
counting background the controller might 
rebel against forwarding a report in 
which everything does not tie out with 
his first-hand knowledge. Some adminis. 
trators resolve such a dilemma by te- 
writing virtually every report before ap 
proval. The likely effect on the report is 
that management's known views are 
reiterated at the expense of factual details 
uncovered by the analyst. 

The other approach is pointed toward 
the man. Exponents of this concept will 
develop the caliber of their subordinates 
This type of administrator builds a staff 
to which he can entrust management's 
interests and plans, and from which he 
will expect work in acceptable form. 
Having extended the privilege of inde- 
pendent thinking to his staff, the con- 
troller is liable to find himself accountable 
for a variety of interpretations. 


THE STAMP OF AUTHORITY 


The relationship of the controller t 
the analysts is by no means the most im- 
portant one. A concomitant of his av- 
thority over the content of staff reports 
may be pressures from management and 
executive personnel. The nuances of em- 
phasis and expression in staff reports are 
infinitely greater, and often more pene- 
trating, than in cost statements presenting 
results of the accounting routine. The 
controller's clear-cut authority will enable 
him to withstand outside influences just 
as he forbids any tampering with the 
books of account. 

Suppose that executives deny that a 
certain description of their operations | 
correct?’ 

The staff man may have reported that 
salesmen average eight minutes (arithme- 


(Continued on page 238) 
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correction, 


All-transistorized Honeywell 800 . . . the only all-purpose 
medium-scale data processing system that starts economi- 


cally, expands with your needs and cannot be outgrown. 


sir! 


* 






Lo 
tia) 
l 









You do not (repeat) do not need 


Special programming to utilize 


Honeywell 800’s unique ability 


to process up to 8 different jobs 


independently, simultaneously 


Data processing and computer experts coast 
to coast have expressed genuine amazement at 
Honeywell 800’s ability to process several busi- 
ness and/or scientific programs in parallel. 

But, based on their knowledge of other sys- 
tems, many have also added: “Imagine the 
complex, costly programs you’d need to per- 
form such wizardry!” 

Not correct. A single automatic control unit 
supervises each and every independent opera- 
tion speeding in parallel. No special program- 
ming is necessary with Honeywell 800. 

What do we mean by processing 7n parallel? 

We mean you can process simultaneously up 
to 8 different jobs. 

We mean you can run off each job independ- 
ently with its own program, without using a 
master plan involving complicated priorities 
and programming. 

We mean you can start and stop individual 
programs while other processing continues at 
maximum speed. 

Costly? Impractical? 

To the contrary; because Honeywell 800 can 
process several business jobs in no more time 
than it takes to do the longest job alone, this 
competitively priced system can obviously 
process more data per dollar in any working 
day than any other computer. 

Since only a minimum amount of equipment 
is needed to capitalize on Honeywell 800’s tre- 
mendous speed and parallel processing ability, 
relatively small companies with small applica- 
tions can profitably use this System. Not only 
can its capacity be expanded in small steps and 
at small cost, but Honeywell 800 can grow in- 
definitely to meet future processing needs. 

Both the equipment and the programs of 


Honeywell 800 are backed by years of experi- 
ence — and the kind of service you have come 
to expect from Honeywell. As with the Honey- 
well DATAmatic 1000, this exciting new system 
can be leased or purchased. 

For full specifications and details, write 
Minneapolis-Honeywell, DATAmatic Division, 
Dept. C2, Newton Highlands 61, Mass. 





ONLY HONEYWELL 800 GIVES YOU 
THESE 8 IMPORTANT ADVANTAGES 


edo up to 8 different, independently pro- 
grammed jobs simultaneously — business, 
scientific or both 

@ process small volume applications eco- 
nomically 

@ expand its capacity in small, economical 
stages 

® grow without limit to meet your future needs 

@ end the problem of costly reprogramming 

@ process many business jobs independently, 
in no more time than it takes to do the long- 
est job alone 

@ solve complex scientific problems more effi- 
ciently than computers marketed for this 
purpose 

@ process more data per dollar in a working 
day than any other system 











Honeywell 
H) DATAmatic 
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tic mean) of actual interviewing time per 
prospect. The sales manager claims that 
the arithmetic mean is 20 minutes. The 
difference between estimates is substantial, 
and reasonable accuracy may be important. 
The point here is that the controller will 
be drawn into debates with experts about 
matters far from his customary experience. 

Another consequence of the controller's 
jurisdiction over staff reports is to place 
into his hands a potentially powerful 
weapon. It is clear that he will not allow 
the perversion of analytical reports into 
a football in intracompany rivalries. The 
danger is that the controller may bend 
backwards and prevent revelations whose 
publication could be misconstrued by 
others as a powerplay on the controller’s 
Dart. 

All this leads up to the heaviest pressure 
of them all—internal reflection. The con- 
troller’s subordinate can “prove” the fig- 
ure of about eight minutes. The sales 
manager is equally sure about his con- 
tention. Management wants “the facts.” 

Suppose the controller takes time out 
from his other work, and his findings 
sustain the analyst’s opinion. 

Should the controller discourage ob- 
jective reporting and soft-pedal the un- 
palatable ? 

Does the new responsibility take prece- 
dence over the controller's obligation to 
maintain internal harmony? 
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The controller will realize that his 
functional responsibility vests the staff 
reports with an authoritative connotation 
far above the standing which the work 
of a staff assistant would otherwise have. 
Under the circumstances, the controller 
may be compelled to travel the unpopular 
road; he disseminates truth internally as 
vigorously as he publishes valid account- 
ing statements for external use. He up- 
holds the sanctity of the reports without 
being sanctimonious. Good! the questions 
are resolved. But, next week, a dozen 
more disputes over staff reports land on 
his desk. 

The controller cannot neglect his other 
important responsibilities to cope with the 
avalanche of acrimony. Even if he did 
attempt to determine the merits in every 
issue, he would merely reduce his func- 
tion from administration to investigation, 
with a corresponding loss in his office’s 
prestige. As a de facto analyst, the con- 
troller will not long command more re- 
spect than a staff assistant would. A pos- 
sible justification for the controller's 
involvement would be his superior quali- 
fication. This argument must be rejected 
as an unworkable substitute for the con- 
cept of delegating work assignments. 

If the operating area presents its dissent 
from the staff report to management, the 
top echelon must resolve the issue. The 
controller may feel that he must disqualify 
himself from participation in the adminis- 
trative judgment because of his prior 
stand and commitment on behalf of the 
staff 

It is becoming increasingly apparent 
that the investiture of the controller 
with functional responsibility can operate 
against the realization of the analytical 
program’s objectives. In the discharge of 
his duty, the controller can either restrain 
the investigator or risk that the latter will 
inadvertently embarrass the controller's 
office. He can respect the staff findings or 
reduce his office’s status. Ultimately, he 
faces the alternative of rupturing in- 
ternal relations or being remiss in the 
administration of management services. 


A NEUTRAL ROLE 

As a member of the management team, 
the controller must prevent (1) his identi- 
fication with any one side and (2) his 
preemption of the collective management 
role by effecting compromises before a 
problem is on management's agenda. 

The support of the staff activity arises 
from management’s need for the informa- 
tion which the analyst presents. Similarly, 
the evaluation of the analyst’s contribu- 
tion must come from the entire body of 
management which uses the staff work. 

The content of the analytical report is 
a prelude to decision-making. It is not the 
analyst but management who makes the 
decisions. Hence the staff report needs no 
authority but the weight of objectivity. 
Even though the report is valid, manage- 
ment may elect a course which appears 


inconsistent with the staff findings. Man. 
agement has the freedom of detouring as 
long as all members of its team remain 
above the staff function. The aforegoing 
considerations support the view that the 
controller should not govern the content 
of staff reports. 


THE ROLE OF JUDGE 

There are equally compelling factors 
to support the view that he should. The 
importance of conserving management's 
time deserves prime consideration. Man. 
agement is entitled to completed staff 
work. The preparation of reports needs 
to be planned and be: 2 and their 
content must reflect mature judgment. 
Management may rely on the controller's 
mature judgment; presumably it has been 
demonstrated in many situations. This is 
not to suggest that the controller has a 
monopoly on experience and insight but 
rather that, down the line, these qualities 
are likely to exist in varying stages of 
development. Management should not be 
required to temper its acceptance of the 
reported findings with reservations about 
the staff man’s degree of development. 
Also, the top echelon’s time should not 
be squandered with reviews of format, 
phrasing, and other facets of method- 
ology. Instead, the controller's stamp of 
approval will focus management's at- 
tention on the content. Meantime, one 
member of the management team, the 
controller, can take the time to assist with 
the development of the staff man’s judg- 
ment. 


ESTABLISHMENT OF CRITERIA 


On the other hand, the absence of one 
person specifically designated to screen 
analytical reports could mean that their 
quality will receive no systematic evalua- 
tion and improvement. Certainly much 
can be gained from the controller's ad- 
ministration of standards of presentation 
once set by management, and from his 
explanation of the criteria to the staff 
personnel with reference to their reports. 

Again, without review it would be 
difficult to detect whether the investigator 
resists various pressures with sufficient 
firmness. 

Furthermore, the direct submission by 
staff assistants of their reports to man- 
agement does not assure that the analyti- 
cal work will be put to use. The investi- 
gator does not participate in the confer- 
ences of the management team. Without 
a representative to press for attention and 
to elucidate on the spot, the report may 
never receive management's consideration. 

The outline of arguments in this article 
is a partial theoretical framework, and 
the reader is invited to fill in the gaps. 
The internal climate will dictate the 
practical solution in each specific case. 
Whatever degree of editing may appear 
proper in the circumstances will impose 4 
mutual challenge to the interpersonal re- 
ceptivity of the controller and his analyst. 
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NEW NATIONAL DIRECTORS * CONTROLLERS INSTITUTE 


At the Annual Meeting of Members of Controllers Institute of 
America held on April 20, 1959 in Richmond, Virginia, during 
the Eastern Conference, fourteen members were elected to serve 
on the National Board of Directors for one-, two-, and three- 


year terms beginning September 1 from the twelve regions listed. 





HAROLD L. GEBIKE 
Region 2 


PAUL A. WILKS 
Region 1 


Three-year term Three-year term 





R. W. MICHIE CLAUDE W. HUPP HARVEY M. SNOOK HAROLD S. KING 


Region 4 Region 6 Region 7 Region 7 
Three-year term Three-year term Three-year term Three-year term 





LELAND K. MACFARLAND HERBERT F. WALTON E. L. HUMMEL EDWIN J. CUNNINGHAM 


Region 8 Region 9 Region 9 Region 10 
Three-year term Three-year term T hree-year term Three-year term 














W. J. PENNINGTON JOHN E. GRIFFITH RUDOLPH OSTENGAARD STANLEY B. MURRAY 
Region 11 Region 12 Region 12 Region 12 
Three-year term Three-year term Two-year term One-year term 
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INSTALLING ELECTRONIC DATA-PROCESSING SYSTEMS* 


By Richard G. Canning 





Reviewed by R. B. CURRY 
Comptroller, Southern Railway System 
Washington, D. C. 


The dollar magnitude of an electronic 
data-processing system is so great that 
management can no longer remain aloof 
from the details and must be actively con- 
cerned with the problems involved. It is 
not easy to predict all the problems in a 
new field, but many difficulties can be 
foreseen if trouble is taken to think ahead 
of time. This is the theme of this book for 
top-management reading. 

The present book was written to follow 
the author's previous book, “Electronic 
Data Processing for Business and Indus- 
try,” which was concerned with the plan- 
ning period prior to the placing of an 
order for a computer. This book begins 
with the placing of the order and covers: 


1. Planning the installation program 
2. Programing 

3. Installation 

4, Conversion to EDP system 

5. Early phases of operation 


While the emphasis is toward top 
management, it is certainly a practical and 
informative book for all levels of man- 
agement. It is not a rehash of old material, 


* Published by John Wiley and Sons, Inc., 
440 Fourth Avenue, New York 16, N. Y. 
$6.00. 


a device frequently employed by writers in 
this field. Canning has succeeded in pre- 
paring a practical and useful guide for 
management. The author has demon- 
strated that a computer is primarily a 
management tool to be used as part of the 
larger concept of a management improve- 
ment program. 

In too many instances, top management 
has been satisfied with learning the ‘‘gen- 
eral concepts’’ of EDP and turning the 
probiem of planning and installation over 
to the “specialists.”” This attitude, Canning 
points out, can lead to some very costly 
mistakes, since there is nothing inherent 
in EDP machines which assures their efh- 
cient use. Success depends much more on 
people than it does on the machines, and 
the relative advantages of the different 
makes of equipment are secondary to the 
methods by which this equipment is used. 

The case method is used to demonstrate 
the problems. A manufacturing firm is the 
mythical company selected for this study. 
However, this case is a composite of the 
experience of several types of companies 
and the material has been so generalized 
that it is not limited to applications which 
would be of interest only to the manage- 
ment of a specific industry. 

The book starts with a chapter on man- 
agement’s responsibilities and discusses 
the organization of its EDP program, se- 
lecting the individual to head up this 
operation and selecting the staff. Methods 
are also reviewed for laying out budgets 
and time schedules. Subsequent chapters 
deal in a practical manner with the de- 
velopment of detailed procedures for the 
EDP operations, beginning with system 
plans, training personnel and carrying 
through to coding for the computer. The 
methods demonstrated for charting the 
jobs to be done and the personnel require- 
ments for doing these jobs are especially 
useful. 
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Other chapters deal with the problems 
to be considered for the physical installa- 
tion of the equipment, an area frequently 
overlooked by other writers. The book 
continues with details of program clean-up 
and the conversion of operations over to 
the electronic system, followed by the 
operation of the electronic system on a 
productive basis. 


DEFINING THE MANAGER'S 
JOB* 


This research study presents results of 
a survey conducted among 140 companies 
which have considerable experience in the 
preparation of managerial position de- 
scriptions. The study shows how the de- 
scriptions are formulated and how they 
are used in organization clarification, 
management development, salary com- 
parison, and many other ways. A wide 
selection of sample position descriptions, 
including those of interest to controllers 
and financial executives, is also presented, 

Because the report is based on the 
practical experience of a varied group of 
companies, it is perhaps more valid than 
an outline of the experience of one com- 
pany or one position analyst. These de- 
scriptions outline many of the basic or- 
ganizational arrangements of the firms 
which supplied them and show how com- 
panies establish and gain acceptance for a 
particular position. 


* Published by the American Management 
Association, Inc., 1515 Broadway, New York 
36, N. Y. $9.00. 


MANAGER SELECTION, 
EDUCATION AND 
TRAINING* 


By Willard E. Bennett, 
City Service Refining Corporation 


The development of management per- 
sonnel at every level—from front-line 
foreman to top executive—is the objective 
of this book. The author discusses fully 
how to set up the proper climate and con- 
ditions to increase the supply and improve 
the performance of managers. He shows 
that a general basis is necessary to obtain 
maximum results and emphasizes that the 
three essential stages—selection, back- 
ground education, and experience training 
—must be incorporated into a well- 
rounded and organized program. 

In discussing the setting up of the over- 
all plan, the author devotes an entire 
chapter to the who, what, and how of 
administering the plan. Specific instruc- 
tion on the disciplined use of training tools 
and techniques is given plus a wealth of 
practices and procedures to be used of 
easily adapted to fit the particular needs 
of any organization. 


* Published by McGraw-Hill Book Compan), 
330 West 42 St., New York 36, N. Y. $6.00. 
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eee | tising, selling, warehousing, packaging, Pric 
TABULATING - CALCULATING + TYPING - | delivery, servicing, order-processing, corre: the tot 
ee ere Hane | spondence, invoicing, credits and collec- the 4 
: . | tions, maintenance of accounts receivable of ‘i ' 
GENERAL OFFICES: | records and others not always conceived t 
53 W. Jackson Blvd., Chicago 4, Ill. Phone HArrison 7-4500 | of as direct costs ; comptr 
CHICAGO - NEW YORK - ST. LOUIS - NEWARK | cc. For each product, the quantity which = this 
TT ee | must be sold at various price levels at and facts i 
| between “lowest unit-cost plateaus’ to Own pr 
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“break-even,” that is, to absorb the prod- 
uct’s fair burden of all fixed overhead 
costs, including adequate allowances for 
depreciation and obsolescence of equip- 
ment. 

2. Projections of the results of pro- 
posed pricing decisions. 

3. The separate effects on net profits 
attributable to price changes, sales-mix, 
Vl Experience indicates that almost 
every product has an individual market 
and profit history. A product may be in- 
troduced by one company and be quite 
rofitable for a considerable time. Quickly 
or gradually, others produce and market 
the same or a substitutable product. 


Eventually, the supply of the original 
product and its new competitors may in- 
crease to the point where full demand is 
no longer present at the original price. 
Increasing competition for the existing 
demand leads to progressive price de- 
terioration, sometimes without an offset- 
ting widening of the market. 

The comptroller’s records should re- 
flect the history of each product through- 
out these various changes. Such records 
may indicate need for remedial action, 
sometimes extending to abandonment of 
the product. It is often just as important 
to know when to get out of the market 
for a particular product, as when to get 
into it. In this way the operation of the 
law of diminishing returns should be kept 
under constant observation by the comp- 
troller, and reflected for every product in 
his records and reports. 

His records and reports should make it 
possible to know the sources, by product, 
of the net profits of the enterprise and 
what improvement or deterioration there 
has been in the net profit from each such 
source by comparison with prior periods. 

The comptroller can enhance the value 
of his contributions to price-making deci- 
sions almost in direct proportion to his 
comprehension of the actual problems of 
the sales and production departments, and 
the implications of these problems in 
terms of the impact of forces external to 
the organization. He must also realize that 
ptoblems of pricing and selling, like the 
problems of producing products, are 
highly complex and involve the weighing 
of many factors difficult to evaluate in 
dollar-terms. This includes estimating the 
effects of a price decision on the reactions 
of customers, on competitors’ prices, on 
total consumption, on customers’ interests, 
especially where these interests include 
tesale or further processing, etc. 

Pricing decisions require a full grasp of 
the total situation and of all relevant facts, 
the exercise of wisdom and courage, and 
of both restraint and imaginativeness. The 
comptroller can make a real contribution 
in this area by gathering the necessary 
facts in his records, and calling on his 
own personal experience. 
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Problems that 
come after 
the merger 


from the Clients’ Service Bulletin of The American Appraisal Company 


When two industrial concerns merge, 
there immediately arise many prob- 
lems connected with property ad- 
ministration and accounting. 
Following a merger, some of the 
assets, frequently an entire plant, 
may be eliminated from the picture 
and sold or scrapped. Substantial 
amounts of machinery and equip- 
ment may be transferred between 


plants or moved to an entirely new 


plant as specific operations are 


merged at one location to obtain 


greater efficiency and volume. The 


plans of the new company may en- 
visage substantial modernization 
with attendant long-term financing. 


Modernization often means re- 


arrangement of production lines, the 


purchase of new equipment and the 


disposition of the old. 


Many adjustments necessary 
Such programs create accounting 


and insurance problems of unusual 
importance. What is the book or tax 
cost and depreciated value of the 
numerous items sold, scrapped or 
transferred to new locations? What 
adjustments must be made to the 
asset and depreciation reserve ac- 
counts to maintain the depreciation 
base for accounting and income tax 
purposes? What losses on disposition 
of assets will be recognized? What 
adjustments in conflicting deprecia- 
tion policies will be necessary? What 
adjustments in remaining lives of the 
assets may be necessary in view of 
the merger? After all the additions, 
disposals and transfers have been 


made, what is then the value of the 
various properties for insurance 
purposes? 


Steps to be taken 


The logical solution to these prob- 
lems involves an inventory and 
valuation of the property acquired, 


an adequate record of the assets in 
use after the changes are made, the 
ascertaining of the applicable costs 
and dates of acquisition through the 
accounting records, an accounting 
for deductions, a possible allocation 
of reserves to major items or groups 
of property, and a fresh look at the 
remaining lives. It also requires a 
determination of current values for 
insurance purposes. 


= © ® 


American Appraisal Service furnishes up- 
to-date, authoritative information about the 
existence, cost or current value of assets... 
and the adequacy of depreciation pro- 
visions. Values are established only after 
careful consideration of all factual data. 
An American Appraisal report represents 
more than half a century of experience in 
the field of valuation for purposes of insur- 
ance, accounting, taxes, property control 
and financing. 


the AMERICAN 
APPRAISAL 


Company® 
SINCE 1896...LARGEST...MOST WIDELY USED 
Home Office: Milwaukee, 1, Wisconsin 


Philadelphia 
Pittsburgh 


Atlanta Cincinnati Kansas City 
Baltimore Cleveland Los Angeles 


Boston Dallas New Orleans St. Louis 
Buffalo Detroit New York San Francisco 
Chicago Washington 


Affiliated: Canadian Appraisal Company, Ltd. 
Montreal and Toronto 


The American Appraisal Co., Dept. C 
525 E. Michigan St., Milwaukee 1, Wis. 


Without obligating me, please send me 


your Bulletin No. 1059: “Valuations for 
Corporate Mergers and Reorganizations.” 
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LONG SHOTS & CLOSEUPS WITH THE CONTROLLER CAMERA Ta 
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Dallas, Texas 


The Dallas Control of Controllers Ip. 
stitute celebrated its 15th anniversary 
with a combination meeting which jn. 
cluded recognition of its charter members 
and past presidents. Special guests at the 
meeting were students and__ professors 
from four nearby colleges. 


TOP LEFT 


Charter members present at the meet. 
ing were, /eft to wh» : Felix H. Tucker, 
J. A. Goodson, Donald Turner, F, P, 
Marsh, E. C. Seymour, A. D. Harder, 





and E. C. Hands. Feat 

CENTER Paul | 

. : lers Ii 

Past presidents present at the meeting assistat 

were: Seated left to right—C. Bell Sample Repub 
(president 1956-57); Felix H. Tucker 

(1948-49); F. P. Marsh (1945-46); Syra 
E. C. Seymour (1946-47) ; A. D. Harder 

(1950-51); and Lewis E.  Frensley _ The 

(1951-52). Standing left to right— tion f 

Erwin P. Kraatz (1955-56) ; Thomas M. Contre 


Mott (1954-55); Claiborne H. Johnson on Fe 
(1953-54); and Duren W. Holder cuse | 
(1958-59). Harpu 

BELOW right, 
Nonmember guests, students and _pro- _— 
fessors from Texas Christian University, é K 
Southern Methodist University, North Blicke 
Texas State and Baylor University, were urer, | 
(seated left to right): Professor Zeb Free- C 
man, SMU; Stanley Parker, SMU; Henry on EA 
Selligson, SMU; Kenneth Roddy, North 


compt 
Texas; Dr. Longenecker, Baylor; Dr. » D 
Parsons, Baylor; Phil Bivona, Baylor; versity 





John Rutherford, North Texas; Harold urer, | 
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Aspergen, TCU. Standing left to right 
were: Professor Foote, TCU; Dr. Curry, 
North Texas; Harvey Walker, North 
Texas; Wendell Granby, TCU; Bill But- 
ner, TCU; O. T. Leverenz, member of the 
national Committee on Education of Con- 
rollers Institute from Region IX; Jack 
Fant, Baylor; and David Been, Baylor. 





Featured speakers at the meeting were 
Paul Haase, managing director, Control- 
lers Institute, and John H. McGinnis, 
assistant vice president and trust officer, 
Republic National Bank of Dallas (17ghr). 


Syracuse, N. Y. To? RIGHT 


The fifth annual controllership educa- 
tion forum, sponsored by the Syracuse 
Control of Controllers Institute, was held 
on February 17 in cooperation with Syra- 
cuse University, Le Moyne College and 
Harpur College. Panel members, /eft to 
right, are Chester W. Sims, president, 
Syracuse Control and controller, Haberle 
Congress Brewing Co., Inc.; Dr. Walter 
G. Kell, Syracuse University ; Paul H. 
Blicker, vice president-finance and treas- 
urer, Smith-Corona Marchant Inc.; Hans 
C. Todt, chairman, national Committee 
on Education of Controllers Institute, and 
comptroller, Bristol Laboratories Inc. ; 
Dr. Donald H. Davenport, Syracuse Uni- 
versity; and J. H. Baker, assistant treas- 
urer, Carrier Corporation. 


CENTER RIGHT 


Members of the Syracuse Control and 
their guests who included students and 
faculty from nearby colleges. 


Newark, N. J. ower RIGHT 


Officers and directors of the Newark 
Control are pictured with national officers 
on the occasion of the Control’s holiday 
patty. Standing left to right are: Max 
S. Simpson; Herbert H. Blevins, presi- 
dent, Newark Control; J. McCall Hughes, 
president, Controllers Institute; F. G. 
Hawthorne; Robert L. Dickson, presi- 
dent, Controllership Foundation; George 
E. Hallett, national director from Region 
II; L. Keith Goodrich, vice president, 
Region II; and Paul Haase, managing 
director, Controllers Institute. Kneeling 
left to right are: Marcel F. Tetaz, Kenneth 
J. Loughery and Herbert R. Ross. 
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Taxation of Interstate Commerce (coninued from page 217) 


out-of-state companies. It is argued that 
home companies are at a competitive dis- 
advantage because the state taxes which 
they must pay are not applied to their 
out-of-state competitors. As a practical 
matter this argument lacks force. The 
great majority of companies involved in 
interstate commerce are competing with 
firms which must pay similar taxes. More- 
over, if the aggregate impact of each 
state’s taxes on companies under its juris- 
diction is taken into account, you will 
find that unimpressive differentials exist. 
Even where a competitive disadvantage 
does exist this in itself is not sufficient to 
justify the imposition of a tax on out-of- 





state companies. In order for a tax to be 
warranted, the state must be able to dem- 
onstrate that it furnishes the same services 
to out-of-state companies that it does to 
its own. Otherwise, the tax violates the 
tules of economic equity and of constitu- 
tional law. 

Fourth, this new concept in state corpo- 
rate income taxation can also have some 
drastic effects on the free flow of inter- 
state commerce upon which our national 
economy is based. The imposition of a tax 
in a state where goods are marketed is 
equivalent to a tax on a corporation as a 
license for the right to sell goods in the 
state. This may possibly stop many me- 








that it 


by states 





Two Park Avenue . 





Financial executives who read 


APPORTIONMENT 
AND 
ALLOCATION OF 
CORPORATE NET INCOME 
FOR STATE TAXES 


will agree with the comment of 
The New York Times 


helps corporations keep abreast of all 
‘hodgepodge’ tax regulations in every political 
subdivision in which they operate... 


because—of the convenient tabulation of state apportion- 
ment factors and the allocation of specific items 


—of the general analysis of available facts about 
apportionment and allocation factors used by 
states in levying taxes 

—of the definitions of apportionment or allocation 
factors as set forth by statute, administrative reg- 
ulations and decisions, or as established in Jead- 
ing court decisions 


$1.50 


($1.00 to members of Controllers Institute) 





CONTROLLERSHIP FOUNDATION, INC. 


Orders from nonmembers outside Continental U.S. and Canada 
must be accompanied by remittance 





New York 16, N. Y. 
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dium-sized or small corporations from 
selling goods in the state and they may 
very well limit their sales to a regional 
rather than a national market, with a cop. 
sequent curtailment of competition and of 
the efficient use of the country’s economic 
resources. This can destroy a large part of 
the unity of our national market for the 
first time in the history of our country, 
It will amount to the erection of tariff 
barriers by the states on interstate com. 
merce. 

Fifth, there may also result funda. 
mental changes in corporate structures, 
Many corporations may organize sub. 
sidiaries, dispense with sales agents or 
sell through distributors to avoid the 
harassing state tax levies. Even this is po 
guarantee of avoidance since California, 
for example, now requires the filing of 
returns on a consolidated basis. To the 
extent these effects are felt, the efficiency 
of the national economy will be reduced, 
A number of companies have already 
indicated that they will undoubtedly make 
substantial alterations in their sales or. 
ganizations and activities if taxed on such 
a basis. 

It seems quite clear from an economic 
point of view that the application of 
corporate income taxes by states to firms 
which merely solicit business in the state, 
whether through a local office, a resident 
salesman or a nonresident traveling sales- 
man, is unwise and unjust for reasons 
stated. Companies which are not engaged 
directly in manufacturing in a state should 
not be required to pay taxes there on a 
net income basis unless they maintain a 
regular or permanent place of business 
and conduct through these offices more 
extensive operations than the mere solici- 
tation of orders. 


CONCLUSION 

National business associations will do 
well to do everything they can to promote 
equitable and sound concepts of taxation 
and to protest these dangerous new con- 
cepts. There have already been efforts in 
this direction but these must be amplified 
considerably. 

As one possible solution to this situa- 
tion, there have been several moves afoot, 
over a period of years, to promote the 
development and adoption of uniform 
state legislation, particularly in the field 
of state corporate net income taxation. 
The National Committee on State and 
Local Taxation of Controllers Institute of 
America, National Tax Association, and 
other organizations have been sponsoring 
uniform legislation in this area. However, 
in all the intervening years the major 
obstacle to acceptance by the various ju- 
risdictions has sa the impossibility of 
harmonizing and reconciling the divergent 
interests of consuming states and manu- 
facturing states. The element which 
arouses the most controversy against the 
uniform apportionment of income con- 
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cept is the use of the sales-by-destination 
ot sales-by-site-of-solicitation factor. The 
manufacturing states are resisting the ac- 
ceptance of this factor in their apportion- 
ment formulas on the presumption that 
it will mean substantial sacrifices of rev- 
enue. This remains to be proved, however, 
and it still does not answer the position 
of some authorities that revenue needs 
should be met through adjustments in 
the tax rates rather than by the juggling 
of apportionment methods. 

The Commissioners on Uniform State 
laws have now drafted and approved a 
proposed Uniform Division of Income for 
Tax Purposes Act which has been sub- 
mitted to the tax administrators for con- 
sideration. In some states legislative action 
is contemplated this year. Many tax ad- 
ministrators, however, have already voiced 
objections to its provisions. Vociferous 
objections have been raised, too, by busi- 
ness associations, particularly by the Na- 
tional Committee on State and Local Tax- 
ation of Controllers Institute, not as to its 
objective, but with respect to the introduc- 
tion of the philosophy now expressed in 
the recent Supreme Court decisions under 
which interstate commerce would be tax- 
able at least in the state of commercial 
domicile if not in the state or states where 
the commerce took place. Therefore, the 
efforts towards uniform legislation are 
fraught with difficulties. 

There are some tax specialists who feel 
that the only solution for collective action 
by the business community is by Con- 
gressional action. In the dissenting opin- 
ion of the Northwestern-Stockham de- 
cision, Justice Frankfurter makes the 
following statement on this point: 


The problem calls for solution by devis- 
ing a congressional policy. Congress alone 
can provide for a full and thorough can- 
vassing of the multitudinous and intricate 
factors which compose the problem of the 
taxing freedom of the States and the needed 
limits on such state taxing power. Congres- 
sional committees can make studies and 
give the claims of the individual States 
adequate hearing before the ultimate legis- 
lative formulation of policy is made by the 
tepresentatives. of all the States. The solu- 
tion to these problems ought not to rest 
on the self-serving determination of the 
States of what they are entitled to out of 
the Nation’s resources. Congress alone can 
formulate policies founded upon economic 
realities, perhaps to be applied to the 
myriad situations involved by a properly 
constituted and duly informed administra- 
tive agency. 


From an individual company point of 
view, business officials should review their 
entire corporate and tax policy now. It 
will be well to crystallize the problems that 
will be encountered and be prepared to 
take steps to cope with them as they arise. 
Since many of the state legislatures have 
now recessed for the current year there 
may be a breathing spell to get oriented 
for what is to come. 
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232 DIFFERENT WAYS 
TO AUTOMATE 
YOUR RECORD HANDLING 


An increasingly important cost factor in every office is the cost of record- 
handling. The problem is compounded by the fact that as administrative, sales, 
accounting and marketing procedures become more comprehensive, the need 
for complete records becomes all the more imperative. Yet record volume all 
too often means less record-handling speed and higher record-handling costs. 
This is a problem that goes beyond the efficiency ratings of office personnel for 
the same reasons that the typewriter has replaced the quill pen: there are physical 
limitations to how much of a given kind of work the human body can do over 
a given period of time. 


The Answer Is Mechanization 


When Diebold, Incorporated began analyzing this problem the company 
determined the logical solution to be in mechanization of the record-handling 
procedure. It was from this base that Diebold, Incorporated pioneered in the 
development of mechanized files more than 25 years ago. Since then, Diebold 
has so refined the mechanizaiton of record-handling that today, Diebold 
Mechanized Files are used by more businesses than any other kind. 


Models for 2,500 to 5,000,000 Records 


The benefits of Diebold Mechanized Files are not confined only to businesses 
with hundreds of thousands of records: Diebold offers mechanized files in 232 
different models that range in capacity from 2,500 to 5,000,000 records. Thus 
can the user with comparatively few records enjoy the same cost-cutting, time- 
saving advantages of mechanized record-handling as firms with far larger 
requirements. And because of the wide range of models, virtually every kind 
of record-handling problem meets its match in a Diebold Mechanized File. 


What You Can Expect 


Here are a few of the benefits a Diebold Mechanized File will bring to your 
record-handling operation. SPEED—Diebold Mechanized Files bring the required 
record within fingertip reach in three seconds. PERSONNEL PRODUCTIVITY 
—electricity does the hard work, does it quickly, safely and silently. Your people 
do more work and do it better, because the work is easier to do. CONVENI- 
ENCE—operator sits naturally, facing the work, with a Diebold Mechanized File. 
There’s no awkward side-saddle work position to get used to. QUALITY— 
Diebold Mechanized Files are made by the same craftsmen who make world- 
famous Diebold bank vaults and other highly-precise protection equipment. 
Diebold Mechanized Files are built to the same high standard of excellence. 


Case Histories Related to Your Business 
You can get a detailed idea without obligation of the ways Diebold Mechanized 
Files can help you slash record-handling costs simply from on-the-job studies 
of how these files are helping other businesses. Simply use coupon below or 
call your nearest Diebold representative. He’s listed in the Yellow Pages of 
your phonebook. Do it today ... the longer you use obsolete record-handling 
procedures, the more they’re costing you! 


DIEBOLD 


INCORPORATEO 





DIEBOLD, Incorporated 
Canton 2, Ohio 


Gentlemen: Please send me Diebold Mechanized File Case Studies pertinent to 
my field which is 
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CREDIT 
INSURANCE 





keeps your dollars working for you 


You can expand your working capital with Credit Insurance. It guarantees 
the value of your Accounts Receivable...assures their conversion into cash. 


Credit Insurance is, in effect, a guarantee that your receivables 
are as good as money in the bank. 


Put security into your cash forecast. Ask your London Guarantee 
Representative to blueprint a personalized plan that will keep your dollars 
where they do the most good...in capital funds. Or, if you prefer, write to... 


Credit Insurance Department 


LONDON GUARANTEE AND ACCIDENT CO. LTD. 
Member of the Phoenix of London Group 
55 Fifth Avenue, New York 3, New York 
Over Sixty Years of Continuous Service In Credit Insurance. 
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Depreciation and Depletion Studies 
Valuations and Appraisals 
Organization and Business Reports 
Securities Registration Investigations 
Design and Construction 
Industrial Engineering 


Ford, Bacon & Davis 


Engineers 


TWO BROADWAY, NEW YORK 4, N. Y. 
MONROE, LA. - CHICAGO - LOS ANGELES 
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Business Index 
Based on Help-Wanted Ads 


The research department of the Se. 
curity-First National Bank of Los Angeles 
has reported evidence that newspaper 
help-wanted ads not only are a consistent 
business index, but are more sensitive than 
some in general use. The bank’s statisti. 
cians compiled a monthly index of busi- 
ness activity in southern California which 
serves as a standard regional economic 
barometer: it is compiled from 14 stand. 
ard weighted factors. 

Recently, the statisticians experimented 
in charting local newspaper help-wanted 
classified ads, both by number of ads and 
by number of lines. Monthly totals were 
taken starting in January 1948, and ad- 
justed for standard seasonal variations, 
These data were translated into index 
numbers, with the 1949 average as the 
base of 100. 

The bank found that the index graph 
lines not only generally paralleled their 
regular computed indexes but tended to 
anticipate business conditions. The num- 
ber of ads was found the better index than 
the linage total. The ad index is described 
in the bank’s latest monthly bulletin as 
“a new and very sensitive business in- 
dicator.”’ 

The highlights of the statisticians’ re- 
port on the use of help-wanted ads in- 
clude: 

“In the 1953-54 recession, the index 
based on number of ads turned down long 
before business activity. It signaled a rise 
in unemployment months before it oc- 
curred. The help-wanted series (of in- 
dexes) led the business index by eight 
months and the employment index by 13 
months. It preceded the first significant 
rise in unemployment by 12 months. 

“In the 1954 upturn, the help-wanted 
index failed to lead business or employ- 
ment. In fact, it lagged two months be- 
hind the business index, one month be- 
hind employment and turned up in the 
same month in which unemployment 
turned down. 

“In the 1957-58 recession the (ad) 
index gave ample advance indication of 
the downturn in business and employ- 
ment. It reached a peak 16 months before 
the bank’s business index (although it 
declined only moderately during the first 
ten of those 16 months). The (ad) index 
went into a sharp and sustained decline 
fully six months before the business in- 
dex turned down and five months before 
the employment index turned down. 

“The (ad) index reached a recession 
low in February 1958, one month before 
the business index hit bottom, two months 
before employment reached its low and 
two months before unemployment reached 
its recession high. 

“It is noteworthy that the number of 
ads has shown a strong and sustained rise 
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since its recession low, advancing for 12 
consecutive months. From the February 
1958 low, the index has climbed back a 
little more than halfway to the all-time 
high recorded in 1956. 
“Tt appears that the index tends to give 
considerably more advanced indication of 
4 downturn from an active level than it 
does an upturn from a recession level.’’ 


Government Aid 
for Business Research 

Regulations governing the program of 
grants up to $40,000 to state agencies and 
public and private educational institutions 
for researching the problems of small 
business have been announced by the 
Smal! Business Administration. Under an 
amendment to the Small Business Act, 
the SBA is authorized to make grants to 
any state government or its agencies; any 
state-chartered development credit or fi- 
nance corporation; universities, colleges, 
and schools of business, engineering, com- 
merce or agriculture, either public or 
private. Grants may be made for these 
purposes: To finance research and studies 
concerning the managing, financing and 
operation of small business concerns; to 
develop information and techniques usable 
by public or private organizations to aid 
small businesses, and to develop informa- 
tion which improves knowledge of the 
economy through research in the small 
business sector. 

Grants may not exceed an aggregate 
amount of $40,000 each, and only one 
grant may be made within one state in 
any one year. However, a project financed 
by a grant does not have to be completed 
within the year but may extend over a 
longer period of time. The SBA, assisted 
by Management Research Advisory Coun- 
cil, will select the research projects to be 
financed from among those suggested by 
interested institutions. Where more than 
one proposal is received from a state or 
territory, the SBA will finance the pro- 
‘yo which offers the greatest ultimate 
enefits to small business concerns. Al- 
though matching funds are not required, 
where two proposals from a state are of 
equal value the SBA will finance the 
proposal which includes the greater 
amount of matching funds. 





CONTROLLER 


New York commercial company has 
Opening for experienced, able ex- 
ecutive as controller to assume fi- 
nancial accounting responsibility. 
Only qualified, top flight applicants 
will be considered for this impor- 
tant post. Permanent with good 
salary. State full history first letter. 
Replies confidential. 


Box #D2382, The Controller 
Two Park Avenue New York 16, N. Y. 
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Confer and Play it Shade Bartara in May 


1959 Western Regional Conference 
Controllers Institute of America 


Program 


May 21 Registration and Reception 


May 22 Breakfast 


A.M. 


Luncheon 


P.M. 
Evening 


May 23 A.M. 


Luncheon 


Speaker: J. McCall Hughes. Subject: National 
Reorganization of Controllers Institute. 
Speaker: R. N. Link, vice president, Blyth & 
Co., Los Angeles, California. Subject: Diver- 
sification Through Merger. 

Speaker: W. P. Gullander, vice president-fi- 
nance, Weyerhaeuser Timber Company, Ta- 
coma, Wash. Subject: Forest Products Ac- 
counting—A Problem in Measurement. 

Golf and swimming 

Ranch Party 


Speaker: Dr. T. J. Kreps, professor of Eco- 
nomics, Graduate School of Business, Stanford 
University. Subject: Economic Preview of the 
Sixties. 

Speaker: E. S. Hochuli, manager of Employe 
Relations, The Convair-General Dynamics 
Corp., San Diego, California. Subject: The 
Controller's Role in Collective Bargaining. 
Speaker: Dr. Kurt von Gruenther, assistant 
director of Economic Research, International 
Bureau of Business. Subject: To be announced. 


Plus Special Ladies Program 


SPONSORED BY THE LOS ANGELES CONTROL 











| Santa Barbara Biltmore, Santa Barbara, California 











Corporate Giving 

General Foods Corporation has given a 
grant of $105,000 to set up a rehabilita- 
tion center in the Philippines for the 
physically handicapped. The center will 
provide out-patient services consisting of 
medical care, physical therapy, social 
work, prosthetics, bracemaking and other 
rehabilitation work. 


FTC Actions Summarized 

In fiscal 1958 the Federal Trade Com- 
mission noted 3,782 applications for com- 
plaint, a postwar peak. Formal complaints 
challenging monopolistic practices jumped 
from 55 in 1957 to 86 in 1958 while anti- 
trust orders increased from 31 to 45. In 
actions to halt deceptive practices, the in- 
crease was from 187 to 268 while cease- 
and-desist orders went from 148 to 228. 


Personal Tax Returns Analyzed 
Itemized deductions averaging 13-18% 
of adjusted gross income were taken by 





CONTROLLERSHIP INFORMATION SERVICE 


oteA 


individual taxpayers in the $6,000 and 
up income brackets. Latest available statis- 
tics for 1956, compiled by Commerce 
Clearing House, show that 18.5 million 
taxpayers listed their nonbusiness deduc- 
tions item by item, an increase of 1.6 
million over the prior year. In the $10,000 
to $100,000 brackets, the largest single 
deduction item was taxes while in the 
$6,000-$10,000 bracket “interest paid” 
was the largest single item deducted. 


Company Broadcasts 
Annual Meeting 

The American Machine and Foundry 
Company broadcast the most important 
parts of its annual meeting. The meeting, 
which was held in the afternoon, was re- 
corded and portions were then broadcast 
that evening on a 25-minute program over 
the NBC radio network. AMF decided on 
this practice because it has more than 
eight million stockholders but only a rela- 
tively small number have ever been able 
to attend a stockholders meeting. 
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A digest of information developed by 
CONTROLLERSHIP FOUNDATION 
in answer to recent inquiries about 


DIRECT COSTING 


Controllership Foundation recently checked on the ex- 
tent to which the direct costing technique of accounting is 
employed among companies represented by individual 
members of Controllers Institute of America. In almost 400 
companies covered, here are some of the results of this 
check: 


Use Do Not Use 
Direct Costing Direct Costing 
Per Cent of Total Respondents 22.% 78.% 


Most of those reporting that their companies use direct 
costing have employed this technique for ten years or less 
while only thirty per cent have been using this method for 
more than ten years. Since some respondents indicate they 
consider direct costing an aid to effective budgeting and 
control of costs at the operating level or the operating cost 
centers, these results suggest it might be worth while taking 
a second look at this accounting technique for sharpening 
budgetary and cost control. 
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This Electronic World 


The New York Savings Bank is using 
a facsimile transmitter attached to tele. 
phone lines to permit customers of its 
branch bank to make deposits in or with. 
drawals from accounts of either of its two 
other offices. By establishing instant visual 
contact between the teller and central rec. 
ords two miles away, the bank eliminates 
separate bookkeeping at the new location, 


General Electric Company plans to 
build a high-speed prototype of a docu- 
ment-searching selector for Western Re. 
serve University. The selector, called the 
GE-250, is designed to allow automatic 
reviewing and comparing, at very high 
speed, of extensive files of information to 
determine which piece of data answers a 
specific inquiry in whole or in part. The 
selector which WRU now has can search 
30 abstracts per hour while the new one, 
when completed, is expected to search 
100,000 abstracts per hour. 


Associated Hospital Service of New 
York (Blue Cross) has ordered a Honey- 
well 800 EDP system to handle the rec- 
ords of its 7.1 million subscribers. The 
new equipment will process the complete 
Blue Cross record file of more than 3.1 
million contracts at least twice a day, 
searching out and automatically handling 
some 65,000 transactions a day. It will 
“read’”’ 40,000 contract records a minute 
and print needed office data at a rate of 
600 lines a minute. A big part of the 
system’s work load will be the processing 
of bills sent out and cash received from 
10,000 direct-payment contract holders. 


The Army has formally started a pro- 
gram to use electronic computers on the 
battlefield to digest a aes variety of 
information, from target analyses to atom- 
bomb effects. It is contemplated that com- 
puters will be used down to the battle- 
group level, the next echelon above 
companies. Upwards of 70 different ap- 
plications of the equipment are foreseen. 
It is anticipated that computer use should 
reduce by 80% the man-hours now in- 
volved in transmitting and processing in- 


formation. 
e 


Technicians of the Air Force’s Air Ma- 
teriel Command and the Sperry-Rand Cor- 
poration have developed a method of us- 
ing a limited vocabulary of 30 English 
words to instruct the business-type com- 
puters. The use of the limited vocabulary 
is said to be an improvement in undert- 
standing between management and com- 
puter programmers and relief from the 
expensive drudgery of writing machine 
programs. 
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Picketing by Minority Union 
May Be Legal 

The National Labor Relations Board 
has ruled that picketing and consumer 
boycotts by a minority union are legal— 
if the union carefully states that the pur- 

se of its acts is other than to force 
recognition by an employer. Previously, 
the NLRB has held these actions unlaw- 
ful if directed against a company whose 
employes have rejected the union and if 
the purpose is to force the employer to 
recognize the union. Under the new rul- 
ing, picketing and consumer appeals are 
legal, even if they produce the same eco- 
nomic pinch on the employer, provided 
that the union states the actions are for 


other purposes. 


Supreme Court Rulings 

States can tax earnings of out-of-state 
corporations from sales made in each 
state. A recent 6-3 decision by the Su- 
preme Court opens the way for 35 states 
which already tax intrastate corporate in- 
come to collect a share of interstate cor- 
poration profits. 


Payroll Deduction Plans 

Plans for alumni donations to colleges 
are on the increase. Rensselaer Polytechnic 
Institute has set up a program to siphon 
off funds from the pay checks of its grad- 
uates and a Pittsburgh company makes 
similar deductions for college affiliations 
of its employes. 


Electronic Education 

An electro-mechanical device has been 
developed at the New York Institute of 
Technology to teach complete courses in 
physics, electronics and mathematics. It 
tests the student and records his scores, 
corrects his errors and makes him repeat 
the information until he has learned it 
thoroughly. Instructional materials are 
presented by the machine verbally through 
recordings and visually through closed- 
circuit television films. The device consists 
of a selection unit that contains the lesson 
material on long-play records; a unit that 
shows whether true-false or multiple 
choice questions have been answered cor- 
rectly; and the audio-visual intercommu- 
nicating system. 





AN EXPANDING SCHEDULED AIRLINE 
SEEKS AN 
ACCOUNTANT 
Who desires to build a financial management ca- 
reer in a company with exceptional growth potential. 


Must have accounting degree, and several years 
of accounting experience. Maximum age 35. 


Reply in confidence stating age, education, work 
history and minimum salary desired. 


THE CONTROLLER, Box Number D2389 
Two Park Avenue New York 16, N. Y. 














Records + Time = Scrap Paper 


. . . . Hundreds of firms are paying $$ per 
square feet to retain obsolete records—vrecords that are actually 


Scrap paper @, pennies per pound. ae 


Why? because the busy executive does not have 
the time to wade through the maze of 
Statutes and regulations governing the 
time-length period for records retention. 


—because it is difficult to pinpoint the spe- 
cific statute or regulation. 


—because many feel they may be infring- 
ing on what is considered a legal decision. 


Now Vol. 2 of a trilogy* is available that cuts through 
the maze of regulations, pinpoints the specific time-length 
period for hundreds of records. For Canadian firms, for U. S. 
firms with interests in Canada: 


CORPORATE RECORDS RETENTION 
Vol. 2: A Guide to Canadian Federal 
and Provincial Requirements. . . .$10.00 


($7.50 to members of Controllers Institute) 


Covers requirements for businesses in general (Corporations 
General) and applicable fields: 


Ee aay Labour .....lrade and Commerce 


i Secatane Taxation 


Contains the particular requirements for: 


Aeronautics Insurance Trust Companies 

Agricultural & Dairy Mining Utilities: Electric 

Banking Motor Carriers Gas & Water 

Drugs Petroleum Telecommunication 
Railway 


Vol. 2 lists the pertinent statutes alphabetically, creates a de- 
scriptive, easy-to-understand title for those sections which 
carry no heading—excerpts from federal statutes and regula- 
tions (One part), excerpts from provincial statutes and reg- 
ulations (Ten parts)—all arranged in quick, reference order. 


Order from: 


Controllership Foundation 
Dept. TC 

Two Park Avenue 

New York 16, N. Y. 





*Vol. 1 ($10.00) covers U.S. federal requirements. 
Vol. 3 (to be published) covers states of U.S. 
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TOP MEN... 

The election of Simon C. Kelly as 
chairman of the board of Western Auto 
Supply Co., Kansas City, Mo., was re- 
cently announced. . . . A. Paul Thomp- 
son was elected president of the Iowa 
Power & Light Company, Des Moines, 
Iowa, at a recent meeting of the com- 
pany’s board of directors. 





MR. THOMPSON 


PROMOTIONS .. . 

James Barringer has been elected a vice 
president of Crompton and Knowles Cor- 
poration, Worcester, Mass.; he was also 
named to the board of his company... . 
The Wurzburg Company, Grand Rapids, 
Mich., named Harry R. Edwards executive 





MR. LAWSON 


vice president in charge of merchandising 
control. . . . Howard C. Harder was 
named vice president-finance of Corn 
Products Company, New York. 

Heath Company, Benton Harbor, Mich., 
has named Daniel P. Knowland, Jr. vice 
president. . . . The election of Harold B. 
Lawson as vice president-finance of United 





MR. HOEPPNER 


Carbon Company, Charleston, W. Va., 
was recently announced. Mr. Lawson 
served as president of the Cleveland Con- 
trol of Controllers Institute (1957-58). 
...A.T. Miller was named comptroller of 
Barbers Super Market, Inc., Albuquerque, 
N. M. 





744 BROAD STREET 





BLADES & MACAULAY 
INSURANCE ADVISERS 


Complete Surveys of 


Corporate Insurance Affairs 


No Insurance Sold 
MArket 3-7801 


Established 1926 


NEWARK 2, N. J. 
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MR. SPANG 


Donald B. Tuson was named to the new 

st of vice president-finance of Reich. 
hold Chemicals, Inc., White Plains, N, Y. 
. . . The election of Walter W. Wenner. 
strom as secretary of Grand Rapids Gyp- 
sum Company, Grand Rapids, Mich., was 
recently announced. . . . Harold E, Wil. 
liams recently assumed the responsibilities 
of secretary of the American Thread Com. 
pany, New York. 


NEW CONNECTIONS ... 

W. F. Hoeppner has joined Bowmar In- 
strument Corporation, Fort Wayne, Ind, 
as vice president. . . . William D. Howard 
is now sales controller of Standard Brands 
Inc., New York. . . . Edward E. Hufft has 
assumed the responsibilities of comptroller 
of the Krystal Company, Chattanooga, 
Tenn. ... George C. Mumford was elected 
vice president, treasurer and a director of 
Litecraft Manufacturing Corp., Passaic, 
N. J. 


C. N. Outman has become controller of 





MR. HYDE 


Chapman Chemical Company, Memphis, 
Tenn. ... Bernard Shaw is now controller 
of DeJur-Amsco Corporation, Long Is- 
land City, N. Y. . . . Zenith Radio Cor- 
poration, Chicago, III., has made Ralph 
Spang its controller. . . . S. C. Trimble has 
assumed the duties of administrative vice 
president of Continental Carbon Com- 
pany, Amarillo, Texas. . . . Dolph M. 
Veatch is assistant controller of Wright 
Aeronautical Division of Curtiss-Wright 
Corp., Wood-Ridge, N. J. 


ADDITIONAL DUTIES... 


Ellsworth P. Hyde, controller, of Tif- 
fany & Co., New York, has been elected 
treasurer. . . . Water Pipe & Supply Co., 
Inc., Voorheesville, N. Y., has named 
James L. Kendall its general manager and 
controller. . . . Lynn B. McClain was fe- 
cently appointed vice president and comp- 
troller of the Bell Telephone Company of 
Pennsylvania, Philadelphia, Pa. . . . Don- 
ald F. McManus has assumed the duties of 
vice president and treasurer of Landers, 
Frary & Clark, New Britain, Conn. 

American Steel Foundries, Chicago, Ill., 
recently announced that Lester T. Moate 
will have the title of controller and treas- 
urer of the company. . . . Russell Mowry, 
controller of Century 21 Exposition, Seat: 

(Continued on page 254) 
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CROWDED 


= « « by close deadlines and slow printing service? Pandick Press offers 


prompt, quality printing at reasonable cost—'round-the-clock, if you wish. Call WOrth 4-2900. 


Je i) 22 THAMES ST.. NEW YORK WORTH 4-2900 
OM (4 LCR j CSS, WC. 71 CLINTON ST... NEWARK MARKET 3-4994 


701 SAN JACINTO BLDG., HOUSTON CAPITOL 5-3972 


LEADERS IN FINANCIAL PRINTING SINCE 1923 
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Indispensable for sound 
business management— 


ACCOUNTANTS’ 





HANDBOOK 


A-to-Z guidance for all 
who use accounting in- 
formation or help to pre- 
pare it. 4th Edition ex- 
plains the many over-lap- 
ping accounting, legal, 
and regulatory factors that 
affect vital decisions con- 
cerning taxes, financial re- 
ports, executive pay plans, 
dividends, depreciation 
policy, changing price 
levels, etc. 


ACCOUNTANTS” 
RANDBOOK 


Standard authority for over 35 years, 
the Accountants’ Handbook reflects sound 
principles, successful practice over the en- 
tire field of business and financial account- 
ing. Public Accountants regularly con- 
sult the Handbook in planning and exe- 
cuting audits, in undertaking systems 
work, in deciding important questions of 
policy and precedent. Accounting per- 
sonnel and staff accountants refer to it for 
sure guidance on fundamentals, terminol- 
ogy, form and procedure—for clear coor- 
dination of accepted theory and practice. 
Treasurers and controllers rely on the 
book in maintaining efficient controls; cut- 
ting organization costs for personnel, rec- 
ords, machines; coordinating work of ac- 
counting and other departments. Business- 
men everywhere find the Handbook in- 
dispensable for quick advice on all prob- 
lems of a legal, regulatory, or accounting 
nature. 


Complete coverage of: Financial State- 
ments. Statistical Methods and Tables. Em- 
ployee Compensation. Investments. Intan- 
gible Assets. Inventories. Liabilities. Re- 
tained Earnings, Appropriations. Divi- 
dends. Buildings. Partnership, Governmen- 
tal, Institutional, Fiduciary Accounting. 
Taxes. Operating Reports, Controls. Etc. 


Rufus Wixon, Editor; Walter G. Kell, 
Staff Editor; with 28 Contributing Edi- 
tors. 407 ills., tables; 1,616 pp. $15 





OFFICE MANAGEMENT HAND- 
BOOK, 2nd Ed. 248 ills., tables; 853 fi, 
12 


FINANCIAL HANDBOOK, 3rd Ed. 
Rev. Print. 139 ills., tables; 1,289 pp. $12 





=== USE THIS COUPON TO ORDER = “~ 


Please send books checked below: 
(CD Accountants’ Handbook, 4th Ed. ...$15 


00 Office Management Handbook, 
Ps. ce ccisdsccnciaccescccccnccesses $12 


0 Financial Handbook, 
BE Gy ee RANG sew scscccecusoners $12 


(CO Check Enclosed [] Send COD 


I 
l 
l 
I 
| DC Bill firm 
I 
| 
I 
I 














CJ Bill me 
Firm 
CO-7 

Ordered by 

Address 

Oly. ORO. Shate 
THE RONALD PRESS COMPANY 
15 East 26th St., New York 10 
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tle, Wash., was elected assistant secretary- 
treasurer of the corporation. . . . Richard 
F. Tharp was recently named vice presi- 
dent and controller of Fireman’s Fund 
Insurance Group and its affiliates in San 
Francisco, Calif. . . . Warwick Manufac- 
turing Corporation, Chicago, IIl., has ap- 
pointed William C. Waggoner, Jr. as vice 
president and treasurer. 

James A. Trainor was elected a vice 
president of Friden Inc., San Leandro, 
Calif. He will continue as vice presi- 
dent, general manager and chief executive 
officer of Commercial Controls Corp., 
Rochester, N. Y., a subsidiary. Mr. Trainor 
has been active in the affairs of Control- 
lers Institute for many years and served 
as president of the Rochester Control 
(1952-53) and as a national director 
(1955-58). . . . Roy R. Brewton has be- 
come vice president and controller of 
Convair Division, General Dynamics Cor- 
poration, San Diego, Calif. . . . Lewis E. 
Frensley has assumed the responsibilities 
of vice president and comptroller of Mag- 
nolia Petroleum Company, Dallas, Texas. 
Mr. Frensley has long been active in 
Controllers Institute affairs having served 
as president of the Dallas Control 
(1951-52), national director (1954-57), 
and vice president, Region IX (1955-57). 


COMPANY CHANGES .. . 

Harold E. Boehm was named treasurer 
of Towmotor Corporation, Cleveland, 
Ohio; he is ete. as controller by 
David A. Quere. Mr. Boehm is currently 
serving as president of the Cleveland Con- 
trol of Controllers Institute... . L. W. 
Garner has become comptroller of Vick 
Chemical Company, New York; he had 
been vice president and controller of J. T. 
Baker Chemical Company, Phillipsburg, 
N. J., a subsidiary. . . . T. Cecil Davis, 
formerly comptroller of St. Regis Paper 
Company (Canada), Ltd., Montreal, Que- 
bec, Canada, was elected assistant treasurer 
of St. Regis Paper Company, the parent 
company, in New York City. Mr. Davis 
has been active in the affairs of Control- 
lers Institute and its research arm, Con- 
trollership Foundation, having served as 
president of the Montreal Control (1954- 
55) and currently serving as a trustee of 
the Foundation. 


NEW APPOINTMENTS . . . 


Henry T. Sjogren’s appointment as map. 
ager of budgets and planning of the Na. 
tional Broadcasting Company, New York 
has been announced. . . . Edward V. Me. 
Donough recently became treasurer of Pit. 
ney-Bowes, Inc., Stamford, Conn. . , . 
Stanley C. Ruth, treasurer and controller 
of Super-Valu Stores, Inc., Hopkins 
Minn., was elected a director of his com. 
pany. . . . Milton A. Speicher recently be. 
came a partner of Francis I. du Pont & 
Company, New York. 


OVERSEAS ... 


Daniel J. Lee, Jr., is now resident man- 
ager of Philco Corporation S. A., Fri- 
bourg, Switzerland. 


EXTRACURRICULAR ACTIVITIES . . . 


Three members of the Boston Control 
of Controllers Institute of America—Rob- 
ert A. Miller, vice president, State Mutual 
Life Assurance Company of America, 
Worcester, Mass.; William H. Perks, treas- 
urer and controller, the Norton Company, 
Worcester, Mass.; and James H. Eteson, 
retired (formerly national chairman of 
the Committee on Education of Control- 
lers Institute) —led a panel discussion on 
the subject of controllership at Clark Uni- 
versity, Worcester. The panel was pri- 
marily for the benefit of CU seniors ma- 
joring in business administration courses. 

W. J. Pennington, business manager, 
the Seattle Times, Seattle, Wash., was 
elected president of the Community Chest 
of Seattle and King County, Wash. Mr. 
Pennington is also president of the Junior 
Achievement of Seattle, member of the 
Metropolitan Board of Directors of the 
Seattle YMCA, and the Board of Direc- 
tors of Seattle Goodwill Industries. He is 
a past president of the Seattle Control and 
is serving on the national Board of Di- 
rectors of Controllers Institute of America. 

K. Y. Siddall, administrative vice presi- 
dent, the Procter & Gamble Company, 
Cincinnati, Ohio, and George J. Wach- 
holz, controller, Minnesota Mining & 
Manufacturing Company, St. Paul, Minn., 
participated in an Institute of Manage- 
ment on April 3 at Franklin and Marshall 
College, Lancaster, Pa. 


anna rts 





CHANGING YOUR ADDRESS? 

Notice of change of address for THE CONTROLLER 
should be received in the editorial offices of THE CON- 
TROLLER, Two Park Avenue, New York 16, N. Y., before 
the first of the month to affect the following month’s issue. 
For instance, if you desire the address changed for your 
July issue, we should be notified of your new address before 
June 1. Be sure to include your postal zone as well as your 


old and new address. 
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How Accountants Can Help Improve 
Corporate Annual Reports 


HILE an informative annual report 
Wi. prepared primarily for the stock- 
holders, it must also serve the special in- 
terests of employes, investors, security 
analysts and others. It will also be seen by 
the company’s suppliers, distributors, deal- 
ets, customers, competitors, and govern- 
ment officials. Accordingly, a modernized 
annual report is the one convincing docu- 
ment which can weld together for the 
general good of the corporation all the 
segments of the public upon which it de- 
pends. 

In the opinion of Weston Smith, Wes- 
ton Smith Associates, New York, there 
are still too many accountants who con- 
tinue to look upon their work on annual 
reports as a routine and technical exer- 
cise, going through the same motions 
year after year. Mr. Smith, in a talk be- 
fore the Wisconsin Society of Certified 
Public Accountants, added that the ma- 
jority-of certified public accountants will 
seldom go beyond the normal require- 
ments in providing the same financial 
statements as the year before and the year 
before that. To make the annual report 
more meaningful, he suggested that the 
members of the accounting profession 
who participate in the preparation of cor- 
porate annual reports take the initiative 
and 

1. Recommend the publication of more 
breakdowns in the totals for sales (by 
products, divisions, or services) ; and for 
the cost of sales and expenses showing 
separately wages and salaries, pensions 
and other benefits, administrative, selling 
and advertising expenses, research and 
development costs, depreciation and amor- 
tization; and 

2. Add all possible percentages, aver- 
ages and ratios which are appropriate to 
the industry involved, in order to serve 
the nominal requirements of security ana- 
lysts and other investment professionals. 

Almost any industrial manufacturing 
corporation can provide most of the fol- 
lowing: 


Per cent of expenses to sale or gross rev- 
enues 

Ratio of expenses to net income (operat- 
ing ratio) 

Per cent earned on average invested capital 

Per cent earned on common stock equity 

Profit margin, before and after taxes—net 
income as per cent of sales 

Per cent of net income paid in dividends 
and retained in business 

Working capital ratio or current position 
—tatio of current assets to current lia- 
bilities 

New quick assets—subtracting current lia- 
bilities from cash and equivalent and 
accounts receivable 
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Turnover of total capital used—ratio of 
sales to total money employed in the 
business 

Turnover of inventories—sales divided by 
inventory 

Turnover of accounts receivable (average 
collection period) 


Employe Statistics 

Total employe compensation, including 
benefits 

Average hourly, weekly or annual wages 
per employe 

Average hours per week worked by such 
employe 

Assets per employe. 


Operating and production statistics will 
depend on the nature of each industry, 
but every company should be familiar 
with the specialized and appropriate fig- 
ures that can be presented in its annual 
report. The resourceful accountant can 
initiate a variety of breakdowns by hours, 
days, weeks, months and quarters; geo- 
graphically by nations, divisions, states or 
communities; and by markets, groups and 
individuals. 

Most of the foregoing percentages, av- 
erages and ratios can be figured on a slide 
rule, although greater accuracy is possible 
on a mechanical calculating machine. The 
use of electric brains and data-processing 
machines has been effective in speeding 
up the accounting process. 

For both the average investors and the 
security analysts per-share figures are vital 
statistics. In addition to earnings and divi- 
dends, there are other per-share statistics 
which can be included in every annual re- 
port. Of prime importance is the net 
worth, also known as the book value or 
equity per share of common stock, but 
this is not of much value unless it is com- 
pared with previous years. An increasing 
number of annual reports also are provid- 
ing federal and other taxes on a per-share 
basis for a series of years to show that the 
tax collector is now taking more out of 
the business than the shareholder. A few 
reports include the working capital per 
share of stock. 

Speaking of shareholders, every annual 
report should provide an analysis of the 
shareholder list. Important is the aver- 


age number of shares held by the stock- | 


holders. More annual reports also include 
a breakdown of share ownership, showing 
the number of men, women, joint accounts, 
charitable and educational foundations, 
insurance companies, mutual funds, in- 
dustrial companies, and in brokers’ names, 


by nominees and others. But providing | 


the number of shareholders and the 
amount of stock held in each category is 
(Continued on page 256) 
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» OPPORTUNITIES* 


EMPLOYMENT * SERVICES * MISCELLANEOUS 


RATES: $5.00 per inch or fraction thereof each 
insertion. 50¢ each additional line. Payable in 
advance. Allow approximately 40 words to the 
1 column-wide inch including 2 words for box 
number. Closing date 10th of preceding month. 

Address box number replies to THE Con- 
TROLLLER, Two Park Avenue, New York 16, 
N. Y. Replies will be forwarded. 





SITUATIONS WANTED 





ASSISTANT TO PRESIDENT 
CONTROLLER-TREASURER 
Financial and administrative executive offers 
top-level diversified background functioning 
with management group. Practical experience 
includes organization planning, banking rela- 
tions, SEC, underwriting activities, developing 
expansion and cost-reduction programs; ana- 
lyzing and interpreting costs, budgets, inven- 
tory and financial controls, all phases of gen- 
eral accounting, internal auditing, systems, 
taxes, comprehensive reports. Certified public 
accountant. Will travel. Salary open. Box 2341. 


CONTROLLER-TREASURER 


Imminent liquidation of a major multiplant, 
multicorporate manufacturer makes immedi- 
ately available a financial and administrative 
executive, extremely well qualified and fully 
experienced in all phases of complex corpo- 
rate accounting and finance. Budgets; financial 
and management planning and controls. Au- 
diting, taxes, systems and procedures. Com- 
prehensive reports. Proven, cost-conscious ad- 
ministrator. Credits. Member CIA. Resume 
on request. Relocate. Box 2377. 


CONTROLLER 
ASSISTANT CONTROLLER 
B.S., CPA, 38, ten years’ administrative ac- 
counting officer of national multiplant in- 
dustrial manufacturing concerns, five years’ 
public accounting. Experience includes heavy 
government contract accounting, management 
reporting, budgets, procedures. Will relocate. 
Box 2379. 
FOREIGN 

certified public accountant, age 27, married, 
seeks overseas position, preferably in Europe. 
Six years’ diversified financial and accounting 
experience. Presently supervisor with promi- 
nent CPA firm. Box 2386. 


ASSISTANT SECRETARY-TREASURER 
ACCOUNTANT 

Financial executive entire background ac- 
counting medium-sized industry. Fifteen 
years chief accounting officer, later assistant 
secretary-treasurer. Experienced all phases 
general accounting including financial state- 
ments, analyses, state and federal taxes in- 
cluding returns, employe welfare plans and 
office management. College. Age 53. Mar- 
ried. Interested in association with small or 
medium-sized company. Will relocate pref- 
erable West or Southwest. Box 2387. 


CONTROLLER-TREASURER 

Seven years of profit-planning and controller- 
ship functions backed by eight years of man- 
agement consulting. Multiplant experience 
with large international manufacturer. Solid 
background in budgeting, general and cost 
accounting, systems and procedures. Will re- 
locate. Box 2388. 





NOTE: THE CONTROLLER reserves the right to ac- 
cept, reject or censor classified copy and takes no re- 
sponsibility for the people contacted through this col- 
umn nor does it guarantee any item bought or sold. 


How Accountants Can Help Improve 
Corporate Annual Reports 


(Continued from page 255) 

not enough—the percentage for each 
classification also should be provided to 
quickly indicate the relative holdings. 
The number of stockholders in each state, 
and all nations outside of the United 
States where shareholders are located, 
will be of interest to many readers of 
the report. 

Perhaps many of the modernized an- 
nual reports have been giving too much 
information up front, while neglecting 
many of the opportunities in the back of 
the report to serve the security analysts 
and others in the investment business. 
The officers of corporations, their public 
relations directors and counsel, the de- 
signers and illustrators, typographers and 
printers all have done an outstanding job 
in improving the general appearance and 


readability of the front half of the annual 
report; now it is up to the financial off- 
cers, accountants and independent au. 
ditors to do as good a job in providing 
more statistics and ratios in the back of 
the report. 

Thus, to repeat my challenge to the 
members of the accounting profession 
who participate in the preparation of cor- 
porate annual reports: 

Take the initiative to recommend to 
your superiors, your associates or your 
clients the publication of more break- 
downs, percentages, averages and ratios 
in the next annual report. Be resourceful 
and original in your thinking. Your elec. 
tronic computers, data-processing ma- 
chines and automatic calculators will do 
the hard work. 


Basic Cost Accounting for Managerial Control 


(Continued from page 235) 

machinery and equipment in the Melting 
Department in Schedule A. When the 
costs as reported in the Furnace Opera- 
tions Report show little fluctuation over 
a long enough period, it will be reason- 
able to presume that melting operations 
have arrived at a true production stage. 

Each department supervisor is assigned 
the responsibility of setting up his budget 
requirements at the beginning of each 
month. He must develop budgets for di- 
rect labor, direct material, and for factory 
overhead. A budget is developed also for 
general and administrative expenditures. 
Actual costs at the end of the month are 
determined from Schedules A, B, and C. 
In the case of labor, actual hours are 
readily obtained for all direct and indirect 
labor accounts by the sorting technique of 
the punchcard time ticket. The department 
row must report their planned labor ex- 
penditures in terms of both hours and 
dollars. Those costs which are fixed and 
over which the department head has no 
control are, of course, excluded from his 
budget responsibility. 

These budgets become quasi standards 
and like a standard cost system set con- 
trol limits from which any deviation is 
reported as a variance. Each department 
budget is submitted to an administrative 
officer who reviews and either passes upon 
or requests revision of the budgeted 
amounts. 

The introduction of a budget system 


proved to be a tremendous force in 
orienting the thinking and attitudes of 
foremen and supervisors in the direction 
of cost control. It rapidly developed a 
cost consciousness in the entire organiza- 
tion and has proved most effective as a 
cost reduction tool in the little time it has 
been in operation. 

Effective financial management of a 
business is dependent in large measure 
upon an efficient system of cost and 
budgetary controls. In fact, it is impossible 
to make many decisions in the broader 
financial area unless these are supported 
by as complete a report of internal operat- 
ing conditions as it is possible to secure. 
Therefore, planning on the higher plane 
of financial management must proceed 
from planning at the basic level of pro- 
duction operations. 

Planning is the key to sound budgeting. 
A business that makes its policy decisions 
on the basis of intelligent planning and 
budgeting is on the threshold of profit 
maximization. At Temescal Metallurgical 
Corporation, the groundwork has been 
laid that will expedite the formulation of 
broader financial policies and programs. 
Budgets embrace all the internal affairs 
from cash and purchases to production 
operations. Through the information and 
controls provided by the cost accounting 
system, management now is able to pfo- 
ceed with an effective program of financial 
planning. 





A NEW APPROACH TO 


BUDGETING 


Write for Information 


McCORMICK & COMPANY 


Consulting Engineers 
Park Building Yonkers, N.Y 








APPRAISALS 


NATIONAL ORGANIZATION OF APPRAISAL ENGINEERS 
STANDARD APPRAISAL COMPANY 
6 CHURCH STREET ATLANTA 


CHICAGO 
NEW YORK, N.Y. ns 


BOSTON 
PHILADELPHIA 
PITTSBURGH 











256 


THE CONTROLLER * MAY, 1959 











